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-Master’ 


HYDRAULIC CRANE 


Saves time and manpower because it speeds up loading and unloading jobs... 
handles work normally requiring several specially-equipped vehicles. 


Load-Master lifts a 4000 Ib. foad with ease... moves it safely and quickly under the most adverse 
job conditions. Power is derived from a heavy-duty hydraulic.pump driven by the truck engine. 
Controls are located in a position which gives operator full view of the crane at all times. 


Operator has absolute control of load at all times. The hydraulic system requires intentional 
movement of control levers before load position can be changed... and the load cannot drop 
if the truck engine stalls. 
OPERATING FEATURES: Telescopic-type hydraulic boom can be spotted at any point from 
horizontal position to an 85° angle of elevation; hydraulically-powered mast will turn 360° in 
either direction; specially-designed winch, driven by a hydraulic motor, is grooved to 
wind cable evenly; hydraulic outriggers, with swivel-mounted foot plates, 
furnish extra side stability. 
Load-Master is ideally suited for use with the Powers-American Series 300 
Body shown above. It can also be furnished with bodies of other types... 
or shipped for mounting in your shop or local garage. 


Price information and descriptive literature 
will be sent upon request. 


Load-Master can be used for setting pol 
up to 45’ in length. It requires only 20"4 
mounting space behind the truck: cab. Bo 
extensions to 29’ can be furnished. 


McCABE-POWERS AUTO BODY COMPANY 


5900 NO. BROADWAY 625 CEDAR STREET 
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CONSTRUCTION IN HIGH 


Two of the world’s largest boilers for 


eeping ahead of the world’s greatest city is no easy 
ask—but for many years “largests” and “firsts” have 
ad to be the rule with New York’s source of light 
and energy. 

B&W furnished the first million pound per hour 
boiler for Con Edison’s Hell Gate Station back in 
1930. Many other engineering advances later ac- 
epted as standard in the industry have been pio- 
eered on this system. For example, B&W furnished 

for Con Edison’s Astoria Station—the first pulver- 
zed-coal-fired pressurized boilers operating without 
nduced draft fans. 

And now, this latest step: two huge B&W Radiant 


Boilers being, built for Con Edison... right in line 
with Con Edison’s long-standing policy of progres- 
Sive engineering. 

Each B&W Radiant Boiler has a capacity of 
2,400,000 Ib of steam per hr and features pressute- 
firing, natural circulation, and separate furnaces with 
a single steam drum. The unit for Astoria is the ‘hird 
pressure-fired B&W Boiler to be designed for this 
new modern station of the Con Edison System. 

In all but size and design details, Con Edison’s new 
boilers are typical of many other B&W units 10W 
providing dependable, efficient steam generatica i 
central station and industrial plant service. 
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One of the two identical B&W units for Con Edison’s 
Astoria and Arthur Kill Stations. It is a horizontally 
pressure-fired, coal-burning Radiant Boiler designed for 
dry ash removal. Type EL Pulverizers are used to per- 
mit reliable, efficient, direct-firing of pulverized coal. 
The unit has a design pressure of 2500 psi, steam tem- 
perature of 1050 F and reheat to 1000 F. The secon- 
dary superheater is located at the exit of one furnace, 
and the reheater at the exit of the other furnace. The 
primary superheater is back of both the secondary 
adil superheater and the reheater. The giant drum, with 
“aa Cyclone Steam Separators for natural circulation, pro- 
" vides nearly 100% separation of steam from water. 
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The world’s largest boiler drum... over 100 feet long, 66 
inches inside diameter . . . is shown in a finishing bay at 
the B&W Barberton Plant awaiting shipment to Con Edison. 
It weighs over 200 tons. 


GEAR AT CON EDISON 


Astoria and Arthur Kill Stations 


}\W engineering advances in terms of improved 
1 generation efficiency —under your fuel and op- 
»n conditions...are available to you. Write, The 
»ck & Wilcox Company, 161 East 42nd Street, 
York 17, N. Y. oa —_ _ 
mete a : : i Reng 
G-813-CS = i 
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- has been said that the rise of the ad- 
ministrative boards has been the most 
significant legal trend of the century and 
that more values are affected today by 
their decisions than are those by all the 
courts acting on cases other than adminis- 
trative appeals. 


THE opening article in this issue, 
by a member of the Wisconsin Public 
Service Commission, contains a thought- 
ful analysis of the genesis of the state 
public service commission as part of 
this trend towards administrative law. As 
in other states, Wisconsin first attempted 
to regulate utilities by direct legislation, 
then by a board with limited powers which 
were gradually expanded until in 1907 it 
became one of the first states (the other 
was New York in the same vear) to estab- 
lish a full-powered public service commis- 
sion with jurisdiction over all major forms 
of public utility enterprise. 


THuIs feature is, in substance, a restate- 
ment in magazine article form of an ad- 
dress made at the annual convention of 
the Midwest Association of Railroad and 
Utility Commissioners in Kansas City, 
Missouri, last June 5th-7th. 


COMMISSIONER ARTHUR L. PADRUTT, 










T. N. SANDIFER 


wth the Codltors 





ARTHUR L. PADRUTT 


the author of this article, was born in 
Huron, South Dakota. He received a 
Bachelor of Science Degree from the Eau 
Claire State College in 1939. Mr. Paprutr 
was graduated from the University of 
Wisconsin Law School in 1956. Prior to 
receiving his law degree, he taught in the 
Wisconsin public schools and owned and 
operated a photo supply business. He was 
elected to the Wisconsin assembly from 
Chippewa county in 1940 and served four 
consecutive terms in that body. He was 
elected to the Wisconsin senate in 1948, 
and he served in the 1949, 1953, and 1955 
sessions. 


He was a member of the joint finance 
committee in 1951 and 1953 legislatures, 
and in 1955 he was chairman of the gov- 
ernmental and veterans’ affairs commit- 
tee. From 1953 to his resignation in 1956 
he was chairman of the joint survey com- 
mittee on retirement systems. Following 
his appointment to the public service com- 
mission, Mr. PADRUTT continued to act as 
chairman of the governor’s retirement 
systems study committee. He was ap- 
pointed to the public service commission 
on April 13, 1956, by Governor Kohler 
for the unexpired term of former Chair- 
man James R. Durfee, who left the com- 


PUBLIC UTILITIES FORTNIGHTLY—AUGUST I5, 1957 


















d Re 


PING 1 
al pr 
le MO 
are | 
niqu 
es al 
at pip 
brge Ni 
, use 
s, de 
ses in 
 enal 
rtake 
nlatiol 
e, ele: 
ble t 
P pip’ 
can ¢ 
cing 
al in 
B redi 
based. 
pion 
ique 
latio 
ler el: 
inues 
ig int 
high 
k eng 
cord 
V.K 
Work 
eers 
erati 
pmer 
ins m 
Ma 
ision. 









































logg s Digital Computer 

mits More and Faster 

urate Flexibility Analysis 
of Complex Main 

d Reheat Piping Systems 


PING PACE with the increasingly 
al pressures and temperatures 
e modern steam-electric power 
are M. W. Kellogg’s advanced 
niques for pre-determining 
es and reactions of main and 
tt piping. Most recent addition 
brge magnetic drum digital com- 
, used to calculate forces, mo- 
s, deflections, rotations, and 
ses in complex piping systems. 
yenabling Kellogg engineers to 
rtake a far greater number of 
lations in less time than ever 
e, electronic computation makes 
ble the ultimate or near ulti- 
b piping system designs. Pipe 
can often be shortened without 
cing required margins of safety; 
al investment and maintenance 
s reduced; operating efficiency 
pased.. 
pioneer in flexibility analysis 
iques, which include manual 
lations, model testing, and a 
ller electronic computer, Kellogg 
inues '{s pioneering in the power 
g in‘ustry by the addition of 
high speed computer to its New 
k engineering facilities. 
cord al invitation to see the 
V. K-llogg electronic computer 
work »; extended to consulting 
eers :nd to engineers of power 
erati:g companies and their 
pmer:; manufacturers. Appoint- 
its m y be made through the 
Ma ger, Fabricated Products 
ision. 


prmrnacee 


iIsectior. of Kellogg’ selectronic computer. 


Electronic Route to Lower 
Steam Power Piping Costs 
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This flow sheet shows the route 
followed by Kellogg’s electronic 
computer to calculate forces, mo- 
ments, deflections, rotations, a 
stresses in high pressure and high 


temperature steam piping systems, 


FABRICATED PRODUCTS DIVISION 
THE M. W. KELLOGG COMPANY, 711 THIRD AVENUE, NEW YORK 17, N. Y. 


A SUBSIDIARY OF PULLMAN INCORPORATED 
The Canadian Kellogg Company Limited, Toronto _e Kellogg International Corporation, London e Societe Kellogg; Paris 
Kellogg Pan American Corporation, New York e Companhia Kellogg Brasileira, Rio de Janeiro 
Compania Kellogg de Venezuela, Caracas 
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mission to serve as chairman of the Civil 
Aeronautics Board. 


.” ERE are many differences in cost and 
price of natural gas as compared with 
electric utility operations. Orrin’ S. 
VOGEL, director of economic research, 
I‘lorida Power Corporation, St. Peters- 
burg, Florida, in his article beginning on 
page 226, gives us an analysis on how ca- 
pacity costs vary in relation to the differ- 
ent types of utility service. Mr. VoGEL’s 
study shows how the problem of “costing” 
as distinguished from “pricing’’ the rela- 
tive factors of demand (capacity) and 
output cannot be treated in rate making for 
an electric utility along exactly the same 
lines as treatment for natural gas rate 
making. Such additional factors as stor- 
age availability and interruptible supply 
for gas customers make the allocation of 
capacity costs more flexible than in the 
case of an electric utility obligated to serve 
all customers without the advantage of 
storage facilities. 


Mr. VOGEL is a graduate of Rensselaer 
Polytechnic Institute (EE), who also took 
postgraduate work at Georgia Tech in ac- 
counting, business administration, eco- 
nomics, and banking. His first professional 
employment was as a valuation engineer 
for the citv of New York, after which he 
was employed as a consultant by the Geor- 
gia Power Company, and in 1937 by the 
Georgia Public Service Commission. Since 
1947 he has been with the Florida Power 
Corporation, of which he is now director 
of economic research. Mr. VoGEL has had 
broad experience botli as former chief en- 
gincer of the Georgia commission and dur- 
ing his service with the Florida Power 
Corporation in the preparation and pres- 
entation of rate cases before state, federal, 
and local regulatory agencies. 


* * * 


aap weeks ago Regnery Company 
of Chicago announced the publication 
of The Sovereign States, by James Jackson 
Kilpatrick, editor of The Richmond News 
Leader, who has also contributed occa- 
sionally to this magazine. This book traces 
the doctrine of states’ rights to earlier Vir- 
ginians—Patrick Henry and Thomas Jef- 
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ORRIN S. VOGEL 





ferson, among others—as well as a noted 
Carolinian, John C. Calhoun. Not gen- 
erally known is Patrick Henry’s prophecy 
that the avenue of federal invasion of the 
states would be through the federal power 
to tax, 


In this issue, beginning on page 240, 
T. N. SAnpIFER, well-known corre- 
spondent and author of business articles, 
has written an interesting account of the 
way Uncle Sam uses the federal govern- 
ment as a funnel for channeling all bless- 
ings of government benefits to the states, 
along with an ever-increasing amount of 
dictation, tax, and policy control. It goes 
without saving that the states cannot get 
federal money without taking the advice 
and controls that go along with it. The re- 
cent controversy over highway billboard 
regulation is a case in point. 


THE outdoor sign industry has been a 
market for many years for power and 
light. The sign that advertises in daylight 
is earning only half its keep. On the other 
hand, many urban installations, familiar 
in any city, attract little attention in the 
daytime but go to work at night under 
lights. Who should control this — Uncle 
Sam or the states? Mr. SANDIFER has 
some ideas about it. 


THE next number of this magazine will 
be out August 29th. 


A, Galli. 
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d ut it can be prowed... 
t 
that sustained accuracy in Sprague Gas Meters 
over extended periods of service with a mini- 
mum of maintenance is the rule. Such proven 
performance can be consistently achieved 
only when quality materials and fine workman- 
ship are combined with simplified design to 
produce a product outstanding in its field. 


pala RR a as 


THE PAETER COMPANY 
% © BRIDGEPORT 4, CONNECTICUT 


WESTERN BRANCH FACTORY — LOS ANGELES 23, CALIF. REGIONAL OFFICES — DAVENPORT, IOWA HOUSTON 3, TEXAS SAN FRANCISCO 11, CALIF. 
Gas Meters of Simplified Design and Sustained Necuracy 








Coming IN THE NEXT ISSUE 





(August 29, 1957, issue) 
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THE YEARS BRING CHANGES TO A UTILITY SERVICE AREA 


This article, by Bayard L. England, president of the Atlantic City Electric Company, 
covers the financing problems of a company after being separated from former holding 
company affiliation. It contains suggestions which will be helpful to other companies 
facing financial questions. It deals with the situation in which a newly separated op- 
erating utility company finds itself when it is thrown on its own resources of manage- 
ment, financing, and operation. Financing a program of expansion was found to be the 
most important and difficult problem because it had been the one which former hold- 
ing company management had taken care of almost entirely and exclusively. The suc- 
cessful record of the Atlantic City Company shows how well the ‘amateur talent’ 


developed into competent and professional performance. 


SHOULD A UTILITY MERCHANDISE APPLIANCES? PART I. 


This two-part series by C. E. Wright, professional writer of Jacksonville, Florida, and 
former industrial magazine editor, is essentially a survey of respective merchandising 
practices in relation to present-day public utility operations. Over two decades ago 
there was considerable opposition to, and difference of opinion about, a utility com- 
pany selling appliances directly. As a result, a number of companies got out of the 
merchandising business and decided instead to co-operate with local appliance deal- 
ers. What is the situation today? Without taking sides this article samples present-day 
practices. The first part deals with the question of policy—to merchandise or not to 
merchandise. The second part will deal with the more recent complication of discount 


houses and other competition. 


A SATISFIED CUSTOMER REPORTS ON HIS HEAT PUMP 


Harold H. Young, a partner of Eastman, Dillon, Union Securities & Company, is 
a well-known figure in public utility finance. But this article is written by Mr. Young in 
his capacity as a satisfied customer of an interesting household appliance which the 
electric utilities are striving to develop along more extensive lines. It is the heat pump. 
Two years ago the author had one installed in his New Jersey home. It happened to 
be the first one on the lines of his electric utility company and both the utility and its 
customer naturally followed the result with great interest. The article tells us about the 


performance and the customer's favorable reaction. 


* 


Als 6-400 Special financial news, digests, and interpretations of court and com- 





mission decisions, general news happenings, reviews, Washington 
gossip, and other features of interest to public utility regulators, com- 
panies, executives, financial experts, employees, investors, and others. 
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Answers the jackpot question... 


...are your rates reflecting 
proper return on current 
operating conditions? 


The “Bill Frequency Analyzer’* can produce rate analyses that give an 
accurate, up-to-date answer. And, it’s a question that should be answered 
MONTHLY to keep rate revenues profitable. 

It’s simplicity itself to use this service — all we need is monthly cus- 
tomer billing tapes or Bill Register Sheets — we do the rest. 

The cost of the service? Less than doing it yourself, and more im- 
portant, you get the figures so quickly, revenue impairment can be 
spotted immediately and steps taken to correct inequities. Rate Com- 
missions are familiar with, and respect our analyses for their clarity 
and accuracy. 

Whatever your needs — minimums, demand rates, reports in any 
form, R & S can supply them because we are specialists in serving utility 
companies. Write Dept. P-2 for our booklet, “The One Step Method 
of Bill Analysis’. 

& 

















“your key to better figures since 1911“ 


RECORDING & STATISTICAL CORPORATION 
100 SIXTH AVENUE - NEW YORK 13, N.Y. 











xclus.ve with R & S — the oldest and largest punched card service bureau in the United States, offering every facility for 
swift, accurate data processing — continuing or peak-load. 
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“There never was in the world two opinions alike.” 


CURTICE 


President, General Motors 
Cor poration. 


FF, D. TELLWRIGHT 


Vice president, Pacific Telephone 
& Telegraph 


EDITORIAL 


Company. 


STATEMENT 


Allendale (South Carolina) 
Citizen. 


Joun C. WHITAKER 
Chairman of the board, 
R. J. Reynolds Tobacco 


Company 


CRAWFORD H. 
President, E. I. 


GGREENEWALT 


du Pont de 


Nemours & Company. 


DoNALD R. RICHBERG 
Lawyer. 


3ENJAMIN F. 
Former chairman of the board, 
United States Steel Corporation. 


FAIRLESS 


—MONTAIGNE 





“Some people profess to believe that large and small 
business are antagonists in a battle for survival. Noth- 
ing could be further from the truth. In fact, they are 
partners. Each is dependent on the other, and together 
they form a team.” 


> 


“Without sound public relations planning, you're 
likely to be living from crisis to crisis. It’s a poor way 
to live. It’s far better to plan ahead and work to prevent 
public relations ‘fires’ than to be always on the jump 
trying to extinguish them.” 

. 


“The federal government feeds on itself. The more 
power it gets the more it goes after. At times gov- 
ernment agencies are guilty of using the people’s money 
to buy control of them in areas where the people can 
well do without federal control.” 


¥ 


“The only sound reason for moving an industry in 
the United States—to California, Texas, Mississippi, 
North Carolina, or anywhere—is that, by finding a 
favorable combination of resources and skill, it is better 
able to serve the consuming public of the United States.” 


> 


“The time has come, it seems to me, when our peo- 
ple wish to insure that domestic tranquility which our 
Constitution sought for us in the beginning of the Re- 
public. Disturbers of the peace, political or economic, 
must be prepared to face the consequence of offense 
to the common will.” 





5 


“Those who espouse compulsory unionism are es- 
sentially adopting the communist theory that there 
should be only one party to which everyone should 
give allegiance and support. Inside the party there may 
be disagreements, but no one is permitted to go outside 
and support an opposition movement.” 


* 


“We realize there can be no progress without change. 
But we have also learned from experience that there 
can often be change without progress—disastrous, 
crippling change, for the sake of change alone. The 
real ‘progressive’ is the man who knows unfailingly 
which kind of a change is which. He will never per- 
mit our freedoms to be swept aside in the search for 
a short cut to Utopia; nor does he regard the Con- 
stitution as a dam which holds back the tide of our 
national progress. Rather, he sees in it the stout re- 
taining walls which channel the flow of that tide al- 
ways in the direction of human liberty.” 
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WwW BELL SYSTEM COMMUNICATIONS WORK FOR THE POWER INDUSTRY 


POG AT RRO ee ll 





Pacific Northwest utilities work together to achieve utmost 

use of water storage facilities. Puget Sound Power & Light 

© uses private line telephone to communicate between its Kirk- 
.« land dispatcher and Northwest Power Pool headquarters. 


Puget’s dispatcher arranges power transfers 
by fast, reliable private line telephone 


When Puget Sound Power & Light’s dispatcher has Puget’s dispatchers call hourly to report their de- 
Ner io spare—or when he wants to borrow some mand, output and excess energy. This co-operation 
lm his neighbors, he uses a private line telephone insures that all the region’s power is utilized to make 
make the arrangements. more low-cost energy available to people. 


Beli System private lines connect his operations Efficient operation, smooth co-operation — both require 


iter it Kirkland, Wash., with Northwest Power Pool dependable communications to keep costs down. Call your 
adquiii joe ee Bell Telephone Company business office, and our representa- 
jucarters at Spokane. Many W ashington and other tive will be glad to help you study your requirements at 


rthwest utilities are members of the pool. no cost to you. 


BELL TELEPHONE SYSTEM 


PRIVATE LINE TELEPHONE °* PRIVATE LINE TELETYPEWRITER * DATA TRANSMISSION SYSTEMS 
CHANNELS FOR: REMOTE METERING AND CONTROL * TELEPHOTOGRAPH * CLOSED CIRCUIT TV 





Five hundred kw is not a large unit 
of power by utility standards. Not, that 
is, unless it is badly needed . . . and not 
available. 

That’s why more and more utilities 
are finding an increasing number of uses 
for the Electro-Mobile 500 kw highway- 
trailer generating unit. It can go any- 
where, pick up a load in minutes, permit 
construction or maintenance crews to 
work without interrupting service to cus- 
tomers. 

In addition, Electro-Mobile Power 
offers an immediate source of emergency 
power to areas that might otherwise be 
without service for a long period of time. 
Used in multiple, there is no limit to the 


Here’s how one Midwestern utility company 
uses its Electro-Mobile trailer... 





In a span of twelve months, this utility used its Electro-Mobile trailer on fif- 


An answer for every electric utility 


A PLANNED OUTAGE 
IS NO OUTAGE 







amount of power these units can supp y. 

The savings from Electro-Mob:le 
Power are many. Rebuilding or mainie- 
nance work of any duration can be hen- 
dled during regular working hours. Work 
goes faster, in greater safety, and most 
important—customer relations and :n- 
come are maintained during the tempo- 
rary outage. 

A planned outage is no outage with 
Electro-Mobile Power. Its many advan- 
tages are helping to reduce costs and 
improve service for many utilities. It 
can do the same for your system. Your 
Electro-Motive representative will be 
glad to show you how. 


teen different jobs. Shown here are some examples of the work completed and in 
progress with this unit. During the year the mobile trailer was operated over °40 
hours. On one job alone, it was used 145 hours, delivering 58,500 KWH. 
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Rail Car—develops 1,000 kw. For use on rail sic:ngs 
or placed on piers for semi-permanent installa‘ on. 
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Relocating 12,400-volt line for new highway. Installation of new transformer for substation. 
Hours used: 68 4s KWH generated: 22,700 Hours used: 32 KWH generated: 1,100 


e with 
advan- 
's and 
ies. It 
Your 
vill be 




















Ef 

on fif- 

nd in = 

r 340 Feeding 12,400-volt sub-transmission line while Handling daily peaks while existing transmission 
stringing new conductors on transmission line. line and substation are being rebuilt. 
Hours used: 145 KWH generated: 58,500 Hours used: daily average 4 
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Sales Offices in Chicago, New York, St. Louis, San Francisco 


THE IRVING TRUST COMPANY SERVES VITAL INDUSTRY 


service lines into the future... 


Vast growth of the Utility Industry 
has had its share of financial complexities. 
However, close to the pulse of the finan- 
cial world and to the Industry itself, our 
specialists continue to reach ahead with 
new and sound approaches. 

Whether an undertaking of capital plan- 


ning, financing, or cultivation of the finan- 
cial community—our Analytical Studies, 
Seminars and Round Tables may prove 
valuable aids to your company’s future. 

For more information, call Public Util- 
ities Department at Digby 43500 or 
write us at One Wall Street. — 


IRVING TRUST COMPANY 


One Wall Street, New York 15, N.Y. 


Capital Funds over $125,000,000 


RICHARD H. West, Chairman of the Board 


Total Assets over $1,500,000,000 


Georce A. Murpny, Presidext 


Public Utilities Department—JouHN F. CHILps, Vice President in Charge 


MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION 


























Why fine new power 
plants everywhere 
have Q-Panel Walls 


Builders of new power plants in all parts of the country 
have specified Q-Panel walls for the following very good 
reasons: 1. Q-Panels are permanent, dry and noncom- 
bustible, yet may be demounted and re-erected elsewhere 
to keep pace with expansion programs. 2. Q-Panels are 
light in weight, thus reducing the cost of framing and 
foundations. 3. Q-Panels have high insulation value... 
superior to a 12” masonry wall. 4. Q-Panels are quickly 
installed because they are hung, not piled up. An acre of 
wall has been hung in 3 days. For more good reasons for 
using Q-Panel construction, use the coupon below and 
write for literature. 
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Q-Panels 


H. H. Robertson Company 
2424 FARMERS BANK BLDG. »° PITTSBURGH 22, PA. 


Offices in Principal Cities 
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Q-Panel walls grace the new Elrama Power 
Plant (above) near Pittsburgh. It was designed 
by Duquesne Light Company’s Engineering 
and Construction Department. The Dravo 
Corporation was General Contractor. 





























Q-Panel walls (above) go up quickly in 
any weather because they are dry and 
hung in place, not piled up. 


More than 32,000 sq. ft. of Q-Panels were used 
to enclose the impressive Hawthorn Steam 
Electric Station (left) of the Kansas City, Mis- 
souri, Power and Light Company. Ebasco Ser- 
vices, Inc., designed and built the plant. 


Please send a free copy of your Q-Panel Catalog. 
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VERY “HUSH HUSH 


The new Westinghouse Anechoic Vault recently dedicate 
at its Sharon, Pennsylvania transformer laboratory is equivale 
in size to a five-story building, with walls five feet thick and 
150-ton door. 












As Westinghouse stated—''Here the biggest transforme 
to be built in the foreseeable future will be tested for noise rf 
duction." 


Engineers at Commonwealth Associates Inc. werer 
sponsible for the structural and acoustical engineerin 
design for this Westinghouse project. 






COMMONWEALTH SERVICES INC. RATES per sCiatl 
INSURANCE ACC 2UNTING 
New York, N. Y. Jackson, Mich. Washington, D.C. Houston, Tex. PURCHASING 
GAS OPERATIONS 
CORPORATE 


300 PARK AVENUE, NEW YORK 22, NEW YORK PENSIONS AND WELF/<E 


BUSINESS DEVELOPME:.! 
INDUSTRIAL RELATION 
PUBLIC RELATIONS 

STOCK TRANSFER 

PROXY SOLICITATIONS 
GENERAL CONSULTATI‘-N 
ENGINEERING— 
CONSULTING AND D:SIGN 










COMMONWEALTH ASSOCIATES INC. 


The Commonwealth Professional Engineering Organization 













PUBLIC UTILITIES FORTNIGHTLY—AUG JST 15, ! 











dicate 
uivale 


k and 


forme 
oise rf 


erer 
reerin 


Xe 
P2ECIATIO 
1C QUNTING 














Di SIGN 


UST 15, 



























Positive cleaning action 
calls for guided rack rakes 


Excessive loads of trash cannot push a Newport 
News rake away from the racks. 


And there’s no chance of the rake riding over 
trash on the upward cleaning stroke. Nor will its 
teeth drop the debris. Because Newport News 
builds the rake to operate in channel guides... 
for positive cleaning action. 


That’s why efficient rack cleaning assures the 
maximum head at intakes and is yours when you 
put a rugged and dependable Newport News 
Mechanical Rack Rake on the job. 


Maximum width of a single rake is determined 
by design of the forebay. Where a single bay is 
extremely wide, intermediate guides are some- 
times installed to reduce width of the rake. Such 
installation is relatively inexpensive. 


A power-operated Newport News Mechanical 
Rack Rake, under ordinary conditions, enables 











Newport News Mechanical 
Rack Rake and trash car 
being prepared for shipment. 
Upon lowering a rake in op- 
eration its teeth swing down- 
ward, parallel to the face of 
the rack, and about 15” away. 
On the upward cleaning 
stroke, teeth swing perpen- 
dicular to the rack and ex- 
tend about 34” into each rack 
bar space. Nature of trash to 
be handled dictates design of 
teeth. Special teeth are avail- 
able for cleaning racks of fila- 
mentous algae, seaweed, etc. 





one man per shift to keep racks clean for a 
dozen bays, from 5’-6” to 28’-6” in width. 


Trash is cleaned from the rake manually, or by 
a mechanical “sweep”, into a flume, a car or onto 
a trash apron. Local conditions and nature of the 
trash dictate method of disposal. The many typi- 
cal installation arrangements fit most needs, but 
each installation is a custom built job. 


We invite inquiries from water users who are 
troubled with trash. Write for your copy of 
“RACK RAKE”, an illustrated booklet describ- 
ing the operation and advantages of the Newport 
News Mechanical Rack Rake. 


Shipbuilding and Dry Dock Company 
Newport News, Virginia 














ALLIS -CHALMERS 
POWER TRANSFORMERS 


























Balanced Design 


.»emeans MORE for your 
Transformer Dollar 


With electrical equipment replacement costs 
increasing, it’s more important than ever to 
insist upon maximum transformer value. In 
Balanced Design, features such as corona- 
free insulation, low gradients, and uniform 
cooling complement each other to provide outstanding 
dependability and long transformer life. Get all the facts. 
Call your nearby Allis-Chalmers office or write Allis- 
Chalmers, Power Equipment Division, Milwaukee 1, Wis. 
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Side Frame Shielding 


Corona-Free Design 
gives insulation long life 




















reeping paralysis caused by corona can’t take 

he life of this transformer. Advanced insula- 

on practices, dimensional properties, proper 

pordination between solid and liquid insula- 

on materials prevent concentration of dielec- 

ic fields and keep corona from forming. Shown are just two of many shielded areas that protect windings 
from the overstresses of lightning and switching surges. 











End-turn Shielding 
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Low Gradients 
thorough cooling lengthens service 











emperature gradients are lower—hot spots 
e minimized in Allis-Chalmers transformers. 

embly is built for rapid cooling. Coils per- 
it cooling oil to flow through and around all 
yers. Special core spacers on larger units 
low oil to flow through core structure. Insu- 
tion coordination and uniform cooling in- 
rease insulation life and multiply the value 
eceived for each transformer dollar spent. - 
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New Radiator Design 


cuts maintenance 





parts—simplified shape facilitates in- 
pectin... there are no nooks and corners 
Phere dirt and corrosion get in their destruc- 
ive licks, Painting costs are reduced. More 
iniform cooling (with less floor space require- 
ments, extends transformer life. 
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ATOMIC, HYDRO and FOSSIL FUEL POWER PLANT DESIGN 
FOR INDUSTRIALS and UTILITIES 
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Send for our 
descriptive booklet, 


semaiiadee nent 5] Pioneer Service &Engineering 60. 


other services. | “S= 231 SOUTH LA SALLE STREET - CHICAGO, ILLINOIS 








customer 


oD & 
billing e To insure customer satisfaction while saving time and 


money in these times of accelerated growth, public utili- 


roblems ties companies are turning to IBM’s Service Record and 
| 2 Meter Order procedures. 

Key to these procedures is a master card, containing a 
record of every service, along with all basic data. From 
this card, a meter order is easily and quickly prepared for 
all changes when needed. This means you get your im- 
portant basic data duplicated and printed automatically, 
with an absolute minimum of clerical effort. Now, you 
cut out time-consuming manual work and get absolute 
billing accuracy. You save time and costs while getting 
ready for new growth. 


Learn for yourself how the proven performance of IBM’s 
ee proven procedures—for punched card or electronic sys- 
ee ee tems—can help cure your customer billing problems. For 
: pie ad veal full details, write to: PUBLIC UTILITIES DEPARTMENT 

A57-a, International Business Machines Corporation, 
590 Madison Avenue, New York 22, New York. 





PROCESSING 











V V hen Tutankhamen, King 
of Egypt, was put to his rest, it 
was to be forever. His was to be 
a permanent monument, and 
his body was mummified with 
unique skill. These burial prepa- 
rations went a long way toward 
overcoming the destructive 
effects of time. King Tut’s 
mummy still exists today—over 
3,000 years after it was interred 
in the valley of the tombs of 
the kings. 
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Especially Built For Burial 


Like King Tutankhamen’s mummy, many Kerite Cables are especially built 

for long-time burial. But these Kerite Cables do not enjoy the favorable dry, 
almost air-tight conditions of King Tut’s tomb. These cables must withstand 

all the adverse conditions encountered in direct burial in the ground 

from the Arctic to the Tropics. Yet when these underground cables are unearthed, 
even after years of service, they are, unlike King Tut, very much alive. 

The name Kerite is recognized, the world over, as the hallmark of endurance. 


The value and service life of a product can be no greater than the integrity and craftsmanship of its mak:r. 


KERITE CABLE 


THE KERITE COMPAN Y—30 Church St., New York 7, N. Y. 
Offices also at 122 S. Michigan Ave., Chicago; 582 Market St., San Francisco; 
3901 San Fernando Rd., Glendale 4, Calif.; 31 St. James Ave., Boston 
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Thursday—15 


Pacific Coast Gas Associa- 

tion will hold annual con- 

vention, San Francisco, 

Cal. Sept. 3-5. Advance 
notice. 


Friday—16 


West Virginia Broadcast- 
ers Association — begins 
semiannual meeting, White 
Sulphur Springs, W. Va. 


Saturday—17 


American Water Works 

Association, Wis- 

consin Section, will hold 

annual meeting, Milwaukee, 

Wis. Sept. 4-6. Advance 
notice. 


Sunday—18 


New Jersey Gas Associa- 
tion will hold annual meet- 
ing, Spring Lake, N. J. 
Sept. 6. Advance notice. 


€ 





Monday—19 


University of Michigan 
Engineering Summer Con- 
ferences begin, Ann Arbor, 


Mich. 


Tuesday—20 


Western Electronic Show 
and Convention begin, San 
Francisco, Cal. 


Wednesday—21 


Independent Natural Gas 
Association of America 
will hold annual meeting, 
Houston, Tex. Sept. 9, 10. 


Advance notice. 











Friday—23 


thern. Gas Association 
ns distribution, opera- 
and = maintenance 
d - table conference, 
hattanooga, Tenn. 





Tuesday—27 


rican Water Works 
ciation, New York 
ion, will hold annual 
‘ing, Upper Saranac 
N.. Vi. Sepe. 19213. 
Advance notice. 


Saturday—24 


Illuminating Engineering 

Soctety will hold national 

technical confe) At- 

lanta, Ga. Sept. 9-13. Ad- 
vance notice. 


Sunday—25 


Instrument Society — of 

America will hold annual 

instrument automation con- 

ference and exhibit, Cleve- 

land, Ohio. Sept. 9-13. Ad- 
vance notice. 


Thursday—22 


American Gas Association 
will hold industrial gas 
school, Pittsburgh, Pa. 
Sept. 9-13. Advance notice. 





Monday—26 


Annual Appalachian Gas 

Measurement Short Course 

begins, West Virginia Unt- 

versity, Morgantown, W. 
I “a, 








Wednesday—28 


Alaska Independent Tele- 
phone Association ends 3- 
day annual convention, 


Kodiak, Alaska. 





Thursday—29 


Tenne Telephone As- 

sociation will hold an- 

nual convention, Nashville, 

Tenn. Sept. 12, 13. Ad- 
vance notice. 





Friday—30 


American Institute of Elec- 

trical Engineers ends 5-day 

Pacific general meeting, 
Pasco, i “ash. 























Courtesy, New England Electric System 


Modern Hydro on the Connecticut River 
e recently dedicated Samuel C. Moore station near Littleton, New Hampshire. 





Public 
Utilities 


FORTNIGHTLY 


VoL. 60, No. 4 


AUGUST I5, 1957 


The Role of Regulation in a 


Democracy 


The rise of the administrative boards has been the most significant 

legal trend of the century. More values are affected today by their 

decisions than are those by all the courts acting on cases other than 

administrative appeals. This is a thoughtful analysis of the genesis 
of the state public service commission as part of this trend. 


By THE HonoraBLtE ARTHUR L. PADRUTT* 
MEMBER, WISCONSIN PUBLIC SERVICE COMMISSION 


T has been said that “the amazing thing 
about the American system is not that 
it works, but that it works so well.” 

Equally amazing is that it has endured so 
long, for it is today the oldest government 
on the face of the globe. We, of this gen- 
eration, have witnessed the birth, rise, and 
destruction of many of the major political 
systems of the world and scores of minor 


* For additional personal note, see “Pages with 
the Editors.” 


ones. Whole economic systems have been 
discarded and strange and alien philoso- 
phies have been substituted for those we 
have found to be sound and constructive. 

While it is hardly necessary to mention 
examples,-consider for a moment the his- 
tory of Germany in the past forty years— 
empire, republic, dictatorship, and again a 
republic—with a split personality. Con- 
sider France and its shaky political sys- 
tem; Italy and its Germanic cycle; the re- 
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markable changes in the composition of 
the British Empire. Consider the economic 
chaos wrought by the Bolshevik revolution 
and its aftermath in Russia and the satel- 
lites. Indeed, if we reflect but a moment, 
we must conclude that nowhere is man 
more fallible than in the conduct of his 
own affairs. 

Consequently, it is refreshing to look 
on the pages of history and see there re- 
corded the success of the American experi- 
ment in self-government. We would in- 
deed be ingrates of the first water—or 
mental dullards—if we did not count our- 
selves thrice-blessed for participating in, 
and being the beneficiaries of, that system. 
However, to fully appreciate these bless- 
ings, a complete understanding of the 
theory, scope, and function of our govern- 
ment is required. 


eal is there about this system that 


has caused it to be unique among the 
institutions of mankind? And what has 
all this to do with the public service com- 
mission and the regulation of industry? 
Some of the answer is to be found in 
the origin of the system. Conceived in the 
minds of men of daring and genius, it was 
violently executed amid the flames of rev- 
olution. Subject to the stresses of a rap- 
idly expanding physical frontier, it was 
tempered by the mighty forces unleashed 
by the War between the States. Though 
the frontier is gone, stresses of another, 
even more challenging nature are at work 
as technological achievements and discov- 
eries have literally exploded upon us. To- 
day, as we stand on the threshold of the 
atomic era and all it portends, we become 
aware that the same imaginative spirit 
that gave birth to our system is still at 
work. 
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A good bit more of the answer is to be 
found in the system itself. The idea of a 
triune system consisting of the executive, 
legislative, and judicial branches, designed 
to serve as a system of checks and bal- 
ances, one on the other, is the basic con- 
cept of our governmental structure. It is 
the foundation—if you please—supporting 
all the rest. Later, we have become accus- 
tomed to the idea that there was a fourth 
factor involved, the administrative agency, 
which somehow played an interrelated rdle 
with the others. 


= pursuing this theme further, 

however, it is necessary to dwell on 
one of the characteristics of the American 
system which not only made possible its 
survival, but which inevitably led to the 
growth and development of the adminis- 
trative agency—and makes necessary this 
inquiry into the position of the public serv- 
ice commission—in a democracy. This ele- 
ment is the characteristic of flexibility; 
that is, the ability to conform to changing 
conditions — physical, social, economic, 
technological—and still retain the initial 
concept. 

A rigid, inflexible system would not 
have survived the dissensions which 
marked the immediate postrevolutionary 
era, but would have foundered on those 
shoals with no opportunity to navigate the 
hazards of the future. 

To have met and overcome these haz- 
ards demonstrates the inherent flexibility 
of the system. Add te this ferment the 
interplay between the federal system and 
the states; stir in the lives and energies of 
the devoted men of the past and the pres- 
ent, and we have the essence of the system 
which cannot be matched in terms of 
grandeur among human institutions. 
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THE ROLE OF REGULATION IN A DEMOCRACY 


Hus, with these basics behind us, it 

becomes readily apparent how and 
why the administrative agency came into 
being. Necessity was its father, spurred by 
a changing and rapidly expanding com- 
plex of problems—social, economic, politi- 
cal. 

A few years ago the Wisconsin legis- 
lature had before it so many proposals 
concerning the setting of hunting and fish- 
ing seasons, bag limits, hours of shooting, 
and related issues that other grave ques- 
tions requiring legislative attention were 
in danger of being overlooked. Establish- 
ment of the Conservation Commission 
freed the legislature of the necessity of 
dealing with these matters, leaving it bet- 
ter able to deal with the other serious 
problems of government. The conserva- 
tionists were happy, for now they would 
have experts and specialists dealing with 
their program; the general taxpayer had 
reason to be pleased, for his questions 
could be dealt with by the legislature with 
greater deliberation, resulting in a better 
solution. 

We find about 80 state administrative 
agencies officially listed in the 1956 Wis- 
consin Blue Book, designated as boards, 
commissions, or departments. Some of the 
larger agencies are the conservation de- 
partment, the board of health, the highway 


q 


e 


commission, the industrial commission, 
the motor vehicle department, and the 
public service commission. In total, they 
cover, within legislative limitations, the 
whole range of state government—execu- 
tive, legislative, and judicial. 


) 1951 the late Justice Jackson of the 

United States Supreme Court com- 
mented in an opinion, “the rise of adminis- 
trative bodies probably has been the most 
significant legal trend of the century and 
perhaps more values today are affected by 
their decisions than by those of all the 
courts, review of administrative decisions 
apart. . . . they have become a veritable 
fourth branch of the government which 
has deranged our three-branch legal the- 
ory, much as a concept of a fourth dimen- 
sion unsettles our three-dimensional think- 
ing.” 

A casual examination of the present 
curriculum of the law schools indicates 
that a student now spends a greater por- 
tion of time in the study of administrative 
law than was formerly the case. Leading 
jurists predict that in the foreseeable fu- 
ture, lawyers will spend more time before 
administrative commissions and depart- 
ments than before the courts. While that 


1 Federal Trade Commission v. Rubberoid Co. 
(1951) 96 US L ed 1081 at 1094. 


“Ir has been said that ‘the amazing thing about the American 
system is not that it works, but that it works so well’ Equally 
amazing is that it has endured so long, for it is today the oldest 


government on the face of the globe. We, of this generation, 
have witnessed the birth, rise, and destruction of many of the 
major political systems of the world and scores of minor ones. 
Whole economic systems have been discarded and strange and 
alien philosophies have been substituted for those we have 
found to be sound and constructive.” 


219 
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may not yet have transpired, it may well 
be a fact in a few more years. 

Well, is that good or bad? Certainly the 
founding fathers, when they created our 
system of federal and state government 
with three branches—legislative, execu- 
tive, and judicial—did not contemplate a 
fourth branch of government. Whether we 
classify this field of administrative law as 
a “veritable fourth branch of government” 
or as a development well within the triune 
division of governmental functions, its de- 
velopment has certainly been “the most 
significant legal trend of this century.” 


ies describe the administrative agencies 
as a “veritable fourth branch of the 
government” is, with all deference to Jus- 
tice Jackson, an exaggeration. There is a 
distinct difference between the traditional 
three branches of government and the ad- 
ministrative agency. These agencies do not 
exist by constitutional authority, they are 
mere creatures of the legislature. Carrying 
out whatever quasi-legislative or quasi- 
judicial power they may be given, they are 
subject to the restraint and check of the 
legislature, which may alter their powers 
or even abolish them. Their decisions and 
acts are subject to review by appellate 
courts. In many cases their members are 
subject to executive appointment, and 
their appointment must also be approved 
by the Senate. 

The amazing development of this coun- 
try in production, transportation, and 
communication is a result of the American 
genius of business. Along with this devel- 
opment, the American genius for self- 
government has conceived and evolved 
this process of administrative law to keep 
abreast of our economic growth. We can 
be confident that as our nation grows in 
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strength and power, our administrative 
laws will grow, not to strangle or hamper 
business growth, but to co-ordinate it by 
reasonable, efficient administrative regula- 
tion. 

It must always be remembered that 
regulation is an economic function, not a 
punitive process. 


i‘ might be well, at this point, to look 
at the genesis of this administrative 
agency, keeping in mind that it is the pro- 
totype, not only in Wisconsin, but in the 
nation. It was created in 1874 and was the 
first one of two such state agencies in the 
nation, the other being New York, which 
was created in the same year. It was not 
until some seventeen years later that the 
federal government followed suit with the 
creation of its first regulatory agency—the 
Interstate Commerce Commission. 

The public service commission, first 
known as the railroad commission, was 
created as a result of the recognition by 
the Wisconsin legislature that the rail- 
roads had become so large and powerful 
that regulation was required, and, sec- 
ondly, that the details of railroad regula- 
tion were too numerous and complex for 
the legislature to cover by legislation 
which would be so complete in itself as to 
require only executive or judicial enforce- 
ment. It must, however, be remembered 
that it was created to regulate certain 
forms of business activities within the 
framework of the Constitution which is 
dedicated to the free enterprise or profit 
system. 

Given the duty to curb abuses which 
were rampant in the late eighties, the pres- 
ent commission still retains the power to 
regulate transportation and other indus- 
tries which are, if unrestrained, in a posi- 
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Preserving the Enterprise System 


6 a hen free private enterprise system as part of the American way of 

life must be preserved, for it is to economics what our governmental 
system is to politics—the best there is. Regulation ts a vital guard against 
imperfections in the free enterprise system. Without such perfecting device, 
alien philosophies could more easily encroach on our economic and political 
institutions, endangering them both. Regulation must be reasonable, pro- 
tecting both consumer and investor. It must be in tune with general trends 
of business. It must be integrated with the general economy. Current con- 
ditions must be recognized. It must always be remembered that REGULA- 

TION IS AN ECONOMIC FUNCTION, NOT A PUNITIVE PROCESS.” 





tion to do great harm to the economic 
health of the community. Speaking now of 
the present-day commission, we are com- 
manded to set rates which will earn a 
reasonable profit for the owners. Con- 
versely, we are required to see to it that 
the consuming public receives adequate 
service. A reasonable profit to the owners 
of the utilities is necessary, for to do 
otherwise would constitute the taking of 
property without due process of law and 
without adequate compensation, contrary 
to the constitutions of both the state and 
federal governments. 





HENEVER any business activity 
reaches a position of potential harm 
—that is, stands astride the economic life 
streams of commerce—it has, from early 
days, been the subject of governmental 
regulation. This is an historical verity and 
should be a key to those who seek an 
understanding of why and when an indus- 
try beconfes a subject of state regulation. 
As already indicated, Wisconsin first 
attempted to regulate by direct legislation. 
This was soon discovered to be cumber- 
some and impractical and the idea of creat- 
ing an administrative agency was rapidly 
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put into execution. At first there was 
created a board of railroad commissioners. 
In 1876 a single commissioner replaced 
the board. In 1881 this board became elec- 
tive. In 1905 a three-member appointive 
railroad commission was created. In 1931 
the present public service commission suc- 
ceeded the railroad commission. Thus 
arose the first quasi-legislative, quasi-judi- 
cial agency in Wisconsin government, the 
present public service commission. 

Since then the commission’s original 
regulatory powers and duties as to rail- 
road transportation have been expanded to 
include the motor carriers and the public 
utilities. In the latter group we find tele- 
phone, light, water, heat, gas, electric 
power, water power, as well as jurisdic- 
tion over utility security issues. In addi- 
tion the commission regulates the level 
and flow of 8,676 lakes and more than 
12,000 miles of navigable streams, the 
construction and maintenance of over 
1,000 dams, establishment of shore and 
dock lines, and the removal of obstructions 
to navigation. While the legislature has 
thus steadily increased the commission’s 
jurisdiction, it has also given the commis- 
sion broad discretionary powers. 


6 the highly technical and difficult prob- 

lem of fixing utility rates, the law pro- 
vides that the commission shall fix rates 
that are “just and reasonable.” This broad 
discretion which the legislature has given 
the commission is subject only to review 
by the courts. In delegating the regulation 
of common motor carriers of freight and 
passengers as to number, routes, rates, and 
service, the legislature says that the com- 
mission shall determine these questions 
according to “reasonableness” and “public 
convenience and necessity.” These func- 
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tions are quasi-judicial in nature. In addi- 
tion, the legislature has granted to the 
commission the authority to make admin- 
istrative rules which have the effect of law 
and which are designed to implement, in- 
terpret, or make specific the legislation en- 
forced or administered by the commission. 
This rule-making power is quasi-legisla- 
tive. 

At this point, certain of the readers may 
be tempted to raise the question, “The 
public service commission—so what?” 
The answers are dependent upon who asks 
the question and I wish to first raise the 
question from the point of view of the 
legislator, a position with which I am 
most familiar. 


i? the legislative process, the average 
lawmaker’s time is limited; the prob- 
lems—technical, complex, confusing—are 
multitudinous. Unless he is a member of 
the very small group who practice pro- 
fessionally before the commission or has 
been subject to commission jurisdiction, 
he has only a vague idea as to the needs, 
purpose, and function of the public service 
commission. Consequently, his question 
“The public service commission — so 
what?” is not in a flippant vein at all. It 
is an earnest request for information so 
that he can better judge and more intelli- 
gently vote on the issue before him involv- 
ing that body. It may be a querulous re- 
sponse to a request for funds to carry on 
the operations of the commission. 

If it is querulous, it must be overlooked, 
for nowhere is the average legislator more 
badgered, more harassed, more perplexed 
than he is in providing the money for the 
continuation of the services provided by 
present-day government at the demand of 
the citizen. As an aside, it may be said 
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that Mr. Average Legislator has the 
meanest, most irascible, most unreasonable 
boss in the world today—the taxpayer at 
bay. 


B” to answer the question concerning 
costs of the public service commis- 
sion, Mr. Average Legislator can be told 
that better than two-thirds of the costs of 
operating the department are borne by the 
utilities regulated. To be specific, 65.3 per 
cent of our costs are assessed either di- 
rectly for a particular investigation or 
generally in the form of a “remainder as- 
sessment” to recover the costs incurred in 
utility or railroad regulation that cannot 
be ascribed to a particular investigation. 

The balance of 34.7 per cent of our costs 
is financed by direct legislative appropri- 
ations out of the state’s general fund. This 
amount is used for regulation of motor 
carriers, for water resources regulation, 
and for miscellaneous administrative ex- 
penses. However, the general fund is re- 
imbursed out of the highway fund for the 
amount used to regulate motor carriers. In 
the fiscal year 1955-56, the legislative ap- 
propriation amounted to $312,000. Of 
this, almost $34,000 was unused at the end 
of the year and reverted to the general 
fund. 


q 


Thus, the direct cost to the taxpayer 
was $278,000. 

In perusing those figures, Mr. Average 
Legislator is likely to form an opinion 
that the state is getting an excellent bar- 
gain; t.e., that the regulated industry is 
paying the costs, and Mr. Taxpayer is get- 
ting a break. Not true. It is axiomatic, but 
not widely realized, that where a given 
commodity is taxed, the tax is passed 
along and finally must be borne by the 
ultimate consumer of the product. So it is 
here. 

The assessments are legitimate oper- 
ating costs and as such are reflected in the 
utilities’ expenses. Thus the ultimate con- 
sumer pays these assessments and the en- 
tire cost of this department is borne by the 
taxpayer. Recognition of this fact insures 
the careful assessments of our costs. 


HEN Mr. Average Legislator asks 

his question “The public service 
commission — so what?’ —in whatever 
tone of voice he asks it or whatever inflec- 
tion he uses—we, the regulators, owe him 
a duty to respond. Indeed we must antici- 
pate him if possible. We should explain to 
him the part regulation plays in our pres- 
ent economy, its theory, practice—in 
short, the story I have been attempting to 


“THE amazing development of this country in production, 
transportation, and communication is a result of the American 
genius of business. Along with this development, the American 


genius for self-government has conceived- and evolved this 
process of administrative law to keep abreast of our economic 
growth. We can be confident that as our nation grows in 
strength and power, our administrative laws will grow, not to 
strangle or hamper business growth, but to co-ordinate it by 
reasonable, efficient administrative regulation.” 
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set forth here. We must tell him our prob- 
lems in relation to these things. We must 
show him that regulation is a part of the 
free enterprise system, that it complements 
and completes that system, and that, as 
such, it is one of the bulwarks of our 
system against the destructive threat of 
Socialism and Communism. Show him 
that it is a safeguard against the imperfec- 
tions of the capitalistic system; notably 
guarding against the inherent dangers of 
unrestrained monopoly. If he, as well as 
the general public, understands these 
things, he can legislate more intelligently 
and it will redound to our mutual benefit, 
for we shall be better and more realisti- 
cally governed. 

Perhaps the most important person who 
might be sorely tempted to raise the ques- 
tion “The public service commission—so 
what?” is the boss of all state commis- 
sioners. He pays our salary and in the col- 
lective is known as John Q. Public, or, to 
many, as the customer. 


HEN he raises the question, we must 

answer him. The difficulty or ease 
with which we provide the answer is de- 
pendent on the effectiveness of the public 
relations program we have carried on. 
Others before me have recognized the sig- 
nal importance of public relations. A for- 
mer chairman of the Wisconsin commis- 
sion, John C. Doerfer, now chairman of 
the Federal Communications Commission, 
put it this way: 


A well-informed public is one of the 
safest pillars in the democratic form of 
government. An uninformed public can, 
during moments of hysteria, clamor for 
changes in the fundamental regulatory 
laws which may do substantial harm to 
our way of life. 
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On another occasion Mr. Doerfer said: 


A democratic government has no 
greater enemy than an uninformed pub- 
lic. 


In the same vein another former chair- 
man of the Wisconsin commission, James 
R. Durfee, now chairman of the Civil 
Aeronautics Board, put it this way: 


This matter of wide general dissemi- 
nation of the facts to the public as to 
utility regulation presents a problem in 
public relations for both the commission 
and the utility companies. For example, 
how many of the people who complain 
about utility rates realize the effect of 
hidden taxes upon those rates? In order 
to earn one dollar of net return under 
a 52 per cent corporate federal income 
tax, the state commission must grant 
rate increases which are more than twice 
as large as they would be without this 
tax. 

For example, in Wisconsin, the 
average total tax cost per telephone is 
over $2.50 per month. If this fact was 
pointed out to the customer whenever 
occasion permits he could understand 
that the taxing authorities are responsi- 
ble for a substantial portion of his util- 
ity bill, and that this is a matter over 
which neither the commission nor the 
utility has any control. A program of 
intelligent public relations to take these 
facts to the people must be carried out. 
Part of the responsibility for this public 
relations program rests upon the com- 
mission and part upon the utilities. 


‘ f ‘HE day is long past when any busi- 
ness, especially one affected with the 


public interest, can assume a_public-be- 
damned attitude. The success of a utility 
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is, in large measure, dependent on the 
good will of the public. 


N the few short months I have been a 
commissioner, I have had to readjust 
my thinking from one who asks the ques- 
tion, “The public service commission—so 
what?” to one who must answer it. My 
answer, formulated out of the elements set 
forth above, can be briefly summarized: 

1. Our political system consisting of a 
constitutional government composed of 
three branches acting as checks and bal- 
ances one on the other, is the best yet de- 
vised by man—the administrative agency 
is a device which perfects the system by 
increasing its flexibility, enabling it to 
cope with today’s complex affairs. 

2. The free private enterprise system as 
part of the American way of life must be 


preserved, for it is to economics what our 
governmental system is to politics—the 
best there is. Regulation is a vital guard 
against imperfections in the free enterprise 
system. Without such perfecting device, 
alien philosophies could more easily en- 
croach on our economic and political insti- 
tutions, endangering them both. 

3. Regulation must be reasonable, pro- 
tecting both consumer and investor. It 
must be in tune with general trends of 
business. It must be integrated with the 
general economy. Current conditions must 
be recognized. It must always be remem- 
bered that regulation is an economic func- 
tion, not a punitive process. 

4. The regulatory function should be 
entrusted to the states in all instances ex- 
cept where federal supervision is abso- 
lutely required. 





Make Government Your Business 


74 so pomone ty of taxes, just take a look at the rundown of taxes, 
month by month. . . . Jot down opposite each item the 
amount that your company paid last year or expects to pay this 


year. . 


. . Now add those figures up. Kind of shocks you, does 


it? Your company’s taxes to provide revenue for the business of 
government takes more of your income than you have left at the 
end of the year. Maybe the business of government is your bust- 
ness, too. 

“How much time are you devoting to this rather important busi- 
ness of yours? How long since you have told a public official that 
he was doing a good job, or told a congressional committee how a 
legislative measure may affect you? ... 

“Isn’t it about time we all realized that the business of govern- 
ment is not just the business of public officials but is just about the 
most important business that we have? Isn’t it time that you re- 
solved to make your voice, and the voice of a successful business 
community, heard by those who conduct your BUSINESS—the busi- 
ness of government—at such monstrous cost?” 

—BETHEL B. KELLEy, 
Chairman, national affairs council, 
Detroit Chamber of Commerce. 
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Variations of Capacity Costs 
In Utility Service 


There are many differences in cost and price of natural 

gas as compared with electric utility operations. Here 

is an analysis on how capacity costs vary in relation to 
the different types of utility service. 


By ORRIN S. VOGEL* 


EVERAL fine articles have appeared re- 
cently relating to the subject of the 
allocation of utility capacity costs, 

or fixed charges, in the development of 
utility rates. They call attention to the 
similarities in the costing and pricing 
methods applied in rate studies relating 
to various types of utilities and suggest 
that the basic principles used in the solu- 
tion of the rate problems are very much 
the same. 

Although that is true as a broad gen- 
eralization, it may be very misleading if 
it creates the impression that methods de- 
veloped for the solution of costing and 
pricing problems in the electric utility 
business, for example, could be used to 


*Director of economic research, Florida Power 
Corporation, St. Petersburg, Florida. For additional 
personal note, see “Pages with the Editors.” 
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solve similar problems in a natural gas 
transmission pipeline operation. Since the 
operating characteristics of electric utili- 
ties differ widely from those of a gas pipe- 
line utility that would be a very dangerous 
and unrealistic conclusion. 

As a matter of fact, there are more 
underlying differences in the operating 
characteristics of the various types of 
utility service than similarities. These dif- 
ferences are more important in the solu- 
tion of investor-owned utility costing and 
pricing problems than the more obvious 
similarities. 

The following is a comparison of the 
principal operating characteristics of the 
electric with a natural gas transmission 
pipeline utility in order to determine: 


1. What factors and characteristics 
of their operation have the greater in- 








fluence on the cost of providing service. 
2. To what extent the company can 
control plant investments and associated 
costs. 
3. How those investment, or capacity 
costs, enter into and affect operating 
cost and pricing problems. 


B’ costing comparison we mean the as- 
signment of actual operating or book 
costs to the capacity and commodity com- 
ponents of gas rates, as contrasted with 
the demand and energy components of 
electric rates, by classes of service. 
Pricing is the apportionment of all 
normal operating expenses and the return 
on investments allowed by the regulatory 
authority to the components of class rates. 
Let us examine and compare a few of 
the basic economic factors affecting costs 
in an electric and in a natural gas pipeline 
company operation: 


Electric Service 

1. The investments are generally in one state or 
intrastate, 

2. Service is predominantly of the retail firm load 
type, supplied to many small customers. 

Service areas are very wide and continuous 
with interconnected sources of power. 

4. Customers’ requirements, by and large, are un- 
limited, unrestricted, and continually growing. 

5: Anticipated plant capacity requirements must 
be made available in advance to meet growing de- 
mands. 

6. The combined use and load characteristics of 
the firm customer annual requirements limit the use 
of system facilities to about 55 per cent of the total 
time. 

7. Interruptible and off-peak loads are a small part 
of the total and would receive only minor considera- 
tion in construction plans. 

8. The annual maximum load on the electric sys- 
tem is largely established by firm customer require- 
ments which determine the size of the plant and the 
investment. 

9. The diversity of electric class loads is a major 
factor in pricing electric service. 


Natural Gas 
Transmission Pipeline Service 
1. The investments are usually in several states 
or interstate. 
2. A substantial part of the service may be in- 
terruptible and it is mainly wholesale with relatively 
few customers. 
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3. Service areas are small and not contiguous, 
usually with one main source of supply. 

4. The supply is often limited in quantity and type 
of service by contracts that permit a large measure 
of control over pipeline loading. 

5. Line capacity may be limited largely by the 
control of loads in existing contracts. 

6. The annual use of system facilities can be 
maintained at a high level by established contracts 
for both large firm and interruptible loads, 

7. Interruptible and off-peak loads are often a 
major part of the total and basic in construction 
plans. 

8. The investment, because of the long hours’ use 
of facilities, is determined very largely on the basis 
of annual requirement in Mcf. 

9. Diversity of loads is not an important factor 
in the natural gas transmission line business. 


This comparative listing clearly demon- 
strates that the economic factors in the 
electric and gas business are not alike, but 
often appear to be diametrically opposite; 
also that some of the factors have a far 
greater impact on investments in one type 
of utility than in the other. 


r this article, the problem is to find, if 

possible, a more realistic basis for the 
allocation of pipeline capacity costs. All 
capacity or fixed costs are functions of 
the investment. They are often called, in 
rate making, fixed charges and include 
annual cost of borrowed capital (interest, 
dividends, amount to surplus), taxes on 
income, state and local taxes on property, 
insurance, depreciation, and to a large ex- 
tent normal maintenance costs. 

In the electric and gas business, the 
capacity costs, or fixed charges, because 
of the magnitude of the plant investment 
per unit of service, often exceed 50 per 
cent of the total cost of providing service. 
Before these annual fixed costs can be 
properly allocated in a rate schedule, it is 
essential to know to what extent customers 
are responsible for the investments re- 
quired to provide service and what op- 
erating factors associated with their serv- 
ice have the greater impact upon its utiliza- 
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tion. For without this information, it is 
impossible to make a proper allocation of 
the costs. These are the unavoidable ac- 
cumulating costs that must be paid each 
year if the business is to continue and earn 
a fair return. 

The principal operating factors as- 
sociated with the customers’ use, affecting 
the cost of service, are the annual hours’ 
use of the service, called load factor, the 
maximum or combined instantaneous load 
of all customers, which reflects diversity 
of use, and the nature of their require- 
ments as to continuity of service. 


i of the high investment costs 

in utility construction for each unit 
of plant capacity, the associated annual 
fixed charges, or capacity costs, are al- 
ways a major part of the total cost of pro- 
viding utility service. Since the annual 


capacity costs for any test period are a 
constant percentage of the investment 
costs per unit of capacity, regardless of 
the number of service units produced and 
sold, the average cost of a unit of service 
to the customer will always decrease with 
his increased use of the investment. 

If the cost of service required by the 
customer compels the company to main- 
tain spare equipment, as it does for firm 
service, this additional investment will 
proportionately increase annual capacity 
costs, or fixed charges. The requirement 


= 


of spare capacity is a normal and com- 
pulsory one in the case of electric utilities. 
The company must be ready to meet all 
present and the anticipated service de- 
mands, regardless of their size or location, 
in its service area. 

In anatural gas pipeline operation, how- 
ever, this requirement of spare capacity 
is not so essential. In fact, it is not usually 
an important consideration either in its 
construction or pricing problems. 

It will be noted that the electric utilities 
cannot select their customers and that they 
must serve everyone; also that most of 
them are firm load customers. The term, 
firm load, means the customer’s right to 
receive continuous service every one of the 
8,760 hours in a year. 

Furthermore, these firm load customers 
on the electric system who establish the 
peak, or maximum load to be supplied, are 
largely responsible for both the size of 
the investment and the annual hours’ use 
of the plant and facilities required to pro- 
vide the service. This, in turn, means re- 
sponsibility for the annual capacity costs, 


or fixed charges. 

ie so far as the utility can retain a 
measure of control over the combined 

demands and annual consumption of its 

customers, it can, to that extent, determine 

and limit the size of the investments re- 

quired to provide service. There is very 


“CostinG studies are the analysis of actual operating costs, or 
actual operating results. The methods by which experts appor- 
tion the actual operating costs to demand and energy (electric) 
or capacity and commodity (gas) rate components may 
vary in detail but the results obtained are usually well within 
the scope of required rate-making accuracy.” 
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little that the electric utility can do about 
this matter of control over the required 
investment and its utilization. Even after 
taking advantage of the effect of diversity 
of thousands of continually changing firm 
loads on an electric system, load growth 
is continuous and the over-all time use of 
the electric investment by the customers 
will not, as a rule, exceed 55 per cent of 
the available total hours per year. This 
means that, on the average, the invest- 
ment in electric utilities is seldom used by 
the customers more than about one-half 
of the time. Such a relatively poor use of 
the investment is a very important con- 
sideration in the costing and pricing of 
electric utility service. 

That is not true in the case of natural 
gas transmission line operation. Gas pipe- 
line loads are usually few in number and 
the larger ones are often selected and es- 
tablished by contract prior to the con- 
struction of the gas line, so that a relative- 
ly high hours’ use of the investment will 
be assured. At the same time, the pipeline 
company, by the terms of the contracts 
may limit both the hourly demands and 
annual supply, and in that way, retain a 
considerable amount of control over pres- 
ent and future investment requirements. 

These observations again indicate that 
the investment or capacity cost problems 
in the electric and gas industries are very 
different. In the electric industry it is the 
demand requirements of thousands of firm 
customers that determine and continually 
increase the size of the system load and, 
in turn, the size of the required plant in- 
vestment. 


t- of the cardinal points made by ex- 
perts in this field is that “costing is 
not pricing.” Although that is a true and 


correct statement, a clear explanation of 
its meaning is not an easy matter. This 
relationship of costing and pricing is so 
important that a brief explanation by way 
of background may assist the reader, even 
though it may cover familiar ground. 

Costing studies are the analysis of actual 
operating costs, or actual operating re- 
sults. The methods by which experts ap- 
portion the actual operating costs to de- 
mand and energy (electric) or capacity 
and commodity (gas) rate components 
may vary in detail but the results obtained 
are usually well within the scope of re- 
quired rate-making accuracy. 

In a pricing analysis, or rate study, 
weight must be given to many economic 
as well as costing factors. This type of 
study is generally based on actual op- 
erating results or on the requirements 
prescribed by a regulatory authority. In 
pricing, every effort is made to obtain a 
fair, just, and equitable division of the 
costs of providing service among the 
various classes of consumers. These ef- 
forts not only weigh the economic factors 
but reflect the judgment of rate experts 
and company management. Management, 
in its deliberations, must also try to bal- 
ance the rights and interests of the cus- 
tomer, the company, and the investor. 


— utility rate forms have not, 

as is sometimes implied, grown like 
“Topsy.” They are rather the practical 
end result of years of experience with rate 
and billing problems in a very complex 
and constgntly changing business. 

The electric utility rate-making prob- 
lem is mainly one of finding ways of 
properly and equitably distributing capac- 
ity costs, or fixed charges. These costs, 
as we have previously pointed out, are the 
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Electric versus Gas “Costing” 


ot mw electric utility pricing problem 

ts one of collecting for costs im- 
posed by the customers, whereas, in the 
gas utility operation, the pricing problem 
seems to be largely the proper assignment 
of the effect of price discounts or adjust- 
ments made for service concessions re- 
quested by the company and accepted by 
the customer. These concessions which 
reduce the value and cost of service to the 
customer ... greatly improve the over-all 
load factor and earning power of the in- 
vestment.” 

















The Annual Cost of Capital 


¥ a costing problem this term means the 
dollars earned and available for bond 
interest, preferred and common stock 
dividends, and surplus based on actual op- 
erations in the test year. It may be more 
or less than the amount required to earn 
the allowed return. 

In a pricing or utility rate problem, it 
is usually included in or related to the 
amount allowed by the regulatory author- 
ity as a fair return, usually in the form 
of a percentage of the total rate base or 
investment base. 


investment costs and, therefore, include: 


1. Annual interest or cost of bor- 
rowed capital. 

2. Income taxes applicable on in- 
come. 

3. State and local taxes on invest- 
ments. 

4. Depreciation expense. 

5. Maintenance expense. 


If the capacity cost, or fixed charges, 
set out above had the same meaning to the 
accountant, engineer, financial analyst, 
lawyer, management, and regulatory ex- 
pert, the utility costing and pricing prob- 
lem would be greatly simplified. But that 


is certainly not the case today, since there Taxes on Income (Federal and State) 


is still considerable variation in use and 
understanding of these terms. 

The following statements regarding the 
meaning of terms as they are used in this 
study may be helpful: 
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In the costing problem this expense is 
the amount of federal and state income tax 
paid or to be paid on the actual income 
earned in the test year. 

In a pricing or utility rate problem, it 
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is the calculated amount of the state or 
federal income tax that must be paid on 
the allowed income or return. It is de- 
termined as a per cent of total investment 
after taking into account the allowed tax 
deductions. This calculated per cent of in- 
vestment is equal to the amount required 
for payment of the income tax. It will vary 
with changes in the relationship of the 
allowed deductions to the total investment 
base. The deductions will also vary with 
the growth of the property investment and 
the composition of the capital structure; 
that is, the percentage of bonds, preferred 
stock, and common equity. This calcuiated 
percentage of the investment, we observe, 
is not a constant, but varies with changes 
in total investment, capital structure, tax 
rates, and allowable deductions applicable 
in each rate problem. 


State and Local Taxes and Insurance on 
Investment 


These annual fixed costs on property 
are actual and, therefore, generally under- 
stood. 


Depreciation Expense 


HIs item is a source of considerable 

misunderstanding. In a costing prob- 
lem, it is the amount accrued on the com- 
pany’s books as an expense during the 
test period. The annual accrual or de- 
preciation expense is usually based on de- 
preciation rates determined by manage- 
ment for each class of property. The per- 
centages or rates used shoutd be sufficient 
to offset the annual depreciation loss of 
property value not covered by insurance. 
These rates should accrue an amount in 
dollars per year equal to the sum of the 
accumulated annual net physical and 


functional depreciation losses. Functional 
depreciation, generally characterized as 
obsolescence, inadequacy, and superces- 
sion, covers the losses caused by factors 
adversely affecting the efficiency, capacity, 
and utility life of the property. It should 
be apparent that the percentages used in 
the annual accruals are estimates based on 
experienced judgment and, therefore, 
must be adjusted from time to time to 
compensate for changed conditions. 

In a pricing or utility rate problem, the 
depreciation expense may be set up as a 
fixed percentage of the investment base. 
This percentage, based on past experience, 
when accrued over the life of the property, 
is intended to compensate for the net 
physical and functional depreciation losses 
at the date of its expiration. 


Maintenance Expense 


ee is a variable operating 

expense and for that reason may not 
seem to belong in the same category with 
the other capacity or investment costs. It 
is, however, like the other costs in this re- 
spect; a major portion of it accumulates 
continuously and all of it is related to the 
investment. From a costing standpoint it 
is made up of material and labor charges. 
It differs from depreciation expense in 
that maintenance expenses are actually in- 
curred and paid in the current year, where- 
as the depreciation expense is an estimated 
amount of which the unused part is ac- 
cumulated in a reserve for depreciation 
pending the final disposition of the prop- 
erty with which it is associated. Main- 
tenance expenses are usually caused by 
physical depreciation and for that reason 
in costing studies generally receive the 
same treatment. 
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In pricing or utility rate problems 
maintenance expense is a somewhat dif- 
ferent matter because abnormal conditions 
may, and often do, affect the magnitude 
of certain maintenance expenses incurred 
in the test year. For that reason the an- 
nual maintenance expense used in a rate 
study may be normalized and prescribed 
in total amount. It is usually predicated on 
past experience and average operating con- 
ditions. 


Is brief the utility costing problem is 
one of equitably allocating the actual 


= 


costs of operation, both fixed and variable, 
to demand and energy or capacity and 
commodity components on a basis of cus- 
tomer load causation. The costs that ac- 
cumulate continuously and relate to the 
investment are normally assigned to the 
demand or capacity cost rate component. 
The remaining costs of operation are 
either of the customer type—such as bill- 
ing and collecting, sales promotion, and 
portions of administrative and general— 
or of the type that is directly related to the 
volume sold—such as the fuel and a por- 
tion of production plant operating ex- 


TABLE I 
COSTING VERSUS PRICING 


Column 1 


Assumed 


Investment 


Description Data 


. Investment Base 

Annual Capacity Costs 

Cost of Capital 

. Current Pay-out 

Amount to Surplus 

. Income Taxes 

. State and Local Taxes 

. Depreciation—Accrued 

. Depreciation—Expense 

. Depreciation—Accrued 

. Maintenance—Expense 

. Maintenance—Normal 

. Maintenance—Abnormal 
Annual Commodity Costs 

. Fuel Cost 

. Plant Op. Cost (Ex.Maint.) . 

. Accounting and Collecting ... 

. Sales Promotion 

. Administrative and General .. 


-_ 


— 
TPOOomONaUpwh 


Actual 
Actual 
Actual 
Actual 
Actual 


$100,000,000 


(To Dep’n. Res.) 
2%* 


Column 4 
Assumed 
Current 
Operating 
Costs for 
Costing 


Column 3 
Assumed 
Annual 
Allowed 
Costs for 
Pricing 


Column 2 


Assumed 
Operating 
Data 
$100,000,000 


$6,000,000 


$5,700,000 
100,000 
4,000,000 
1,000,000 


2%* 
2% 


Actual 
Actual 
Actual 
Actual 
Actual 





The purpose of this tabulation is to illustrate the relationship between costing and pricing using 
very broad assumptions. In an actual cost study each segment of the utility investment and each 
expense incurred would be studied separately to arrive at a fair and equitable assignment of the 


costs to capacity and commodity components. 


*Two per cent used for comparative purposes on’ 


ly. It is always a variable in actual operations. 


Column 1 contains the investment base ($100 million) and the pricing factors in per cent 
which we have assumed were allowed by the regulatory authority. . 
Column 2 contains the derived factors based on the assumed operating expenses or book 


costs, set out in Column 4. 


Column 3 is a tabulation of the capacity and commodity costs obtained by applying the rates 
in Column 2 to the assumed utility investment base, $100 million. 
Column 4 is a summary of actual test year operating expenses as they are assumed to appear 


on the company’s books. 
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penses. Those costs are largely assigned 
to the commodity or energy rate com- 
ponent. 

The utility pricing problem is to develop 
just, fair, and reasonable rates and 
charges that will equitably distribute the 
cost determined by studies of actual and 
anticipated operations on the basis of cus- 
tomer or class cost responsibility. There 
are, however, three objectives in the de- 
velopment of a rate pattern: The first is 
simplicity; the second is a plan that will 
promote the business—make full service 
available to the largest number and at the 
same time generate sufficient revenues to 
pay all of the operating costs, including 
a fair return to the investors; and the third 
is to provide a measure of long-range pro- 
tection to the investor against fluctuations 
in business and changes in the customers’ 
use habits that may affect income. 

Table I, page 232, is an attempt to il- 
lustrate mathematically the relationship 
between some of the principal costing and 
pricing elements in a rate study. 


WwW: observe in this study that a part of 
the over-all money or capital cost ($6 
million) was actually paid out ($5.7 mil- 
lion) and that only a part of the balance 
($100,000) was retained in surplus (4). 
This money ($100,000) would normally 
be used either for construction or retained 
to pay dividends in a lean year. The bal- 
ance in this case ($200,000) we have as- 
sumed was used to cover the abnormal 
maintenance charge (12). 

Only a part of the depreciation expense 
($3 million )—and this is the usual case— 
was used for retirement of property in the 
test year. The balance ($1 million) went 
to the depreciation reserve, pending future 
retirements. 


The maintenance expense allowed ($2 
million) was sufficient for normal cost 
(11) but not enough to take care of the 
abnormal maintenance assumed to have 
been incurred during the test year ($200,- 
000) (12). That expense was paid out of 
the dollars earned that normally would 
have been made a part of surplus (4). 

We have assumed in this broad illustra- 
tion that the commodity costs (13-17) 
equal the revenue generated by the com- 
modity component of the rate structure. 
On that basis, the figures in Column 4 
equal those in Column 3 (13-17). 

This very limited study may be helpful 
to those who have not had an opportunity 
to make a complete study of the varied use 
of these terms. 


AS soon as an investment has been made 

in utility plant facilities required to 
provide service, the investment costs be- 
gin and from that time on there is no way 
of preventing their constant rate of ac- 
cumulation. This is true because utility 
properties are constructed almost entirely 
by using borrowed money. 

Before the company can have sufficient 
operating income with which to pay the 
annual cost of capital, it must first earn 
enough to pay the associated federal in- 
come tax. Operating income is the amount 
of revenue left after the company has paid 
all taxes, annual depreciation, mainte- 
nance, and operating expenses. A cost of 
money of 6 per cent annually for invested 
capital will require an income tax payment 
equal to about 4 per cent of the total in- 
vestment. The annual cost of capital and 
the associated income tax items, 2 and 5 
above, are the direct money costs. 

To illustrate the costing and pricing 
characteristics of the capacity cost prob- 
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Magnitude of Capacity Cost 


— the electric and gas business, the capacity costs, or fixed charges, 

because of the magnitude of the plant investment per unit of service, 
often exceed 50 per cent of the total cost of providing service. Before these 
annual fixed costs can be properly allocated in a rate schedule, it is essential 
to know to what extent customers are responsible for the investments re- 
quired to provide service and what operating factors associated with their 
service have the greater impact upon its utilization. For without this 
information, it is impossible to make a proper allocation of the costs.” 





lem and the effect of load factor or annual 
use of the facilities on cost of service, we 
shall assume that an investment of $500 
is required to install one unit of plant 
capacity; and that the annual capacity 
costs, or fixed charges, as a per cent of the 
investment are: annual money cost or re- 
turn 6 per cent, federal income tax on the 
return 4 per cent, depreciation 3 per cent, 
state and local taxes 1 per cent, and main- 
tenance of plant and equipment 2 per cent, 
a total annual investment (demand or 
capacity cost) of 16 per cent. 
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B= on the assumptions made, the an- 
nual investment cost to the company 
is 16 per cent of $500 or $80. If the facil- 
ity, Or investment, is used continuously 
throughout the year, the unit investment 
cost based on the annual hours of service 
is a small item, $80 divided by 8,760, or 
$.00913. If the investment is used half 
the total time, the unit cost will double, 
$.01826. Regardless of whether the cus- 
tomer uses the service or not, the annual 
cost to the company occasioned by the 
customer’s load is still $80 per year for 
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each $500 invested in plant. Obviously, 
the customer or customers who occasioned 
or are responsible for the $500 invest- 
ment should pay the annual capacity cost. 
The capacity cost per unit of service is 
always in proportion to the number of 
units consumed (Mcf) or hours use of 
the service (kwh). 

Dr. Herz in his paper, “Impact of Cost 
Allocation on Gas Pricing,”* said that the 
customer having a 100 per cent load factor, 
or having a 100 per cent use of the plant 
investment, should pay the full capacity 
cost. That is certainly true because no one 
else is responsible for the investment nor 
can they share its use. The importance 
of the capacity or demand charge in a pric- 
ing problem is directly proportional to the 
amount of unused investment or capacity. 
If there is little unused investment or plant 
capacity, there is little need for a separate 
study and apportionment of the capacity 
cost. 


HERE is usually a wide difference be- 
tween the hours of use and the com- 
position of the electric system loads and 
that of the natural gas pipelines. Chart I, 
page 236, illustrates these differences. 
Column A is a graph of the hypothetical 
loading of a natural gas pipeline system. 
Column B is a graph representative of the 
division and time use of class loads in an 
electric system. 
The division of the class load on a use 
basis is shown in the chart as follows: 


(A) (B) 
Gas System Electric System 
Interruptible Service . 65% 15% 
Firm Service 30% 45% 
Unused Capacity .... 5% 40% 


1“Impact of Cost Allocation on Gas Pricing,” by 
Henry Herz, Pusriic Uritities FortNIGHTLY, 
October 25, 1956, Vol. 58, No. 9, p. 685. 


In the illustration of electric utility op- 
eration, 40 per cent of the maximum plant 
capacity, or investment, is unused. This 
assumed annual use is a little better than 
normal for the average electric utility op- 
eration. On this basis 40 per cent of the 
total annual earning power of electric in- 
vestment has been lost. The annual invest- 
ment costs, however, continue and ac- 
cumulate over the entire period. They are 
approximately the same, regardless of the 
hours of use. It is this normal high per 
cent of unused capacity in the electric util- 
ity operation that makes the use of a 
separate demand charge imperative in con- 
tracts for large blocks of electric power. 

In the assumed gas operation, only 5 
per cent of the annual plant capacity is 
unused. On that basis, the effect of capac- 
ity costs on price of service per Mcf is not 
as significant as in the electric operation. 
This we shall demonstrate later. 


_ of the difference in capacity 

cost responsibility in the electric and 
gas operations, the capacity cost problems 
seem to fall in two separate and distinct 
classes. In the electric utility industry, the 
investment costs are in one class because 
they are unavoidable and occasioned by 
the requirements of firm customers. In the 
natural gas business the capacity costs are 
in another class because the size and effect 
of capacity, or fixed charges, on price can 
be largely predetermined and controlled 
by the company. 

The electric utility pricing problem is 
one of collecting for costs imposed by the 
customers, whereas, in the gas utility op- 
eration, the pricing problem seems to be 
largely the proper assignment of the effect 
of price discounts or adjustments made for 
service concessions requested by the com- 
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pany and accepted by the customer. These 1. All customers should pay a share 
concessions which reduce the value and of the capacity costs. 
cost of service to the customer, as we shall 2. Those customers using the capacity 
see later, greatly improve the over-all load for longer periods of time should pay 
factor and earning power of the invest- a greater share of the capacity costs. 
ment. This greatly increased earning 3. Any customer using the capacity 
power makes possible substantial reduc- all of the time—that is, with a 100 per 
tions in the over-all and unit cost of cent load factor—should pay the full 
service. capacity costs on the investment re- 
Dr. Herz, in his paper, suggested that quired to provide the facilities needed 
there are seven standards for judg- to serve the load. 
ing the reasonableness of a natural gas 4. The capacity charge should not 
rate: change rapidly. 
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5. The capacity cost determined for 
one class should not be the required pat- 
tern for another. 

6. Customers using service on peak 
should pay the higher capacity costs. 

7. Interruptible service should pay a 
lower capacity charge. 


A reasonable and equitable solution to 
this pricing problem will be obtained if we 
can develop a method of capacity cost al- 
location that will satisfy the standard set 
up for judging a satisfactory natural gas 
rate. 


FS eons good way to test out the pro- 

posed plan is to apply it to a specific 
problem and then see if it satisfies the pro- 
posed standards. For this test we shall as- 
sume: 


1. That the commodity or base cost 
to the seller is 16 cents per Mcf. 

2. That the capacity cost, including 
a fair return, is 18 cents per Mcf (based 
on estimated sales). 


3. That the small amount of unused 
capacity can be ignored on the theory 
that the importance of a demand charge 
is inversely proportional to the load fac- 
tor and also because of the seller’s par- 
tial responsibility for the unused invest- 
ment. 

4, That a discount of 10 per cent has 
been granted by the company to the in- 
terruptible customers for their service 
concessions. 

5. That the distribution of the load 
between classes of customers is as shown 
in Chart I, Column A. 


We shall also assume that: 


1. The demand cost is a constant to 
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be applied on the basis of Mcf con- 
sumed. 

2. The discounts or service adjust- 
ments should be apportioned to firm cus- 
tomer costs. 


The solution of the problem is then as 
follows : 

For the interruptible gas we get a rate 
of 32.4 cents,’ arrived at in the following 
manner : 


1. Capacity cost 18 cents, plus. 

2. Commodity cost 16 cents base rate, 
less 10 per cent discount. (Result, 14.4 
cents. ) 

3. Total cost, 32.4 cents. 


For the firm gas, we get a rate of 37.46 
cents,’ arrived at in the following manner : 


1. Capacity cost 18 cents, plus. 

2. Commodity cost of 16 cents base 
rate, plus 10 per cent per Mcf ratioed 
in proportion of interruptible to firm. 
(Result, 19.46 cents. ) 

3. Total cost, 37.46 cents. 


2 Rate for Interruptible Gas 
Cost = D+ C 
D= Demand Cost 
C=Commodity Cost 
Y = Base Cost 
Z= Discount in Per Cent 
(For Interruptible Service) 
Cost = D + Y—Z= 18¢ + (16¢ — 10%) 
Cost = 18¢ + 14.4¢ = 32.4¢ 
3 Rate for Firm Gas 
Cost = D + € 
D= Demand Cost 
C=Commodity Cost 
= Base Cost + (Discount for Inter- 
ruptible Service) 
Y= Base Cost 
Z = Discount 
W = Ratio of Interruptible/Firm 
65/30 = 2.166 
C=Y + W (CY X Z&) 
Cost = D+ C=D-+ Y + W (YZ) 
Cost = 18¢ + 16¢ + 2.166 (16 X 10%) 
= 18¢ + 16¢ + 3.4656¢ 
= 37.4656¢/Mcf 


14.4¢ X 68.42 = 
19.4656 X 31.58 = 


_ 9.8525 
6.1475 


16.0000 
AUGUST 15, 1957 





PUBLIC UTILITIES FORTNIGHTLY 





























Cost and Use of Utility Investment 


— of the high investment costs in utility construction for each 

unit of plant capacity, the associated annual fixed charges, or ca- 

pacity costs, are always a major part of the total cost of providing utility 

service. Since the annual capacity costs for any test period are a constant 

percentage of the investment costs per unit of capacity ... the average cost 

of a unit of service to the customer will always decrease with his increased 
use of the investment.” 





H™ well does the plan satisfy the pro- 
posed standards for testing the rea- 
sonableness of gas rates? The results of 
the test can be compared with the stand- 
ards as follows: 

1. All customers should pay some share 
of the capacity costs. In the proposed plan, 
the capacity cost is treated as a constant. 
Therefore, every customer using the serv- 
ice pays a share of the capacity cost in 
direct proportion to the Mcf consumed. 

2. The customer that uses capacity for 
longer periods should pay a higher charge. 

If the customer uses the capacity for a 
longer period, the operation will consume 
a larger quantity of gas and since the 
capacity charge in this plan is a constant 
per Mcf the customer using more gas will 
pay more and in proportion to the amount 
used. 
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3. Any customer who uses a part of the 
capacity exclusively (that is 100 per cent 
of the time) should pay all of the assign- 
able capacity costs. 

The capacity cost per Mcf in this plan 
is a prorate of the assigned annual cost. 
Therefore, 100 per cent of the prorate is 
the assigned capacity cost and that is in 
accord with the standard. 

4. The capacity responsibility assign- 
ment should change slowly and predictably 
with the pattern of sales distribution, 
among the different types of service. 

The cost of service would not change 
rapidly in the proposed plan because the 
capacity cost is a direct function of the 
total quantity of gas used or to be used. 

5. The capacity cost allocated to one 
class of service should not depend on the 
way in which the remainder of the capac- 
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ity costs are allocated to other classes. 

This standard is met by decreasing the 
cost of limited service by the amount of 
the discount or adjustment. 

6. On-peak customers should pay more 
than off-peak or interruptible customers. 

In the test problem a 10 per cent dis- 
count was given to off-peak customers. 

7. Capacity costs assigned to a unit of 
interruptible or restricted service should 
be at a lower cost and in proportion to the 
degree of restriction. 

This standard is satisfied by the assign- 
ment of the discount, or revenue decrease, 
to the commodity cost of higher quality 
service. 


r the test problem, an assumption was 
made that the company granted a dis- 
count of 10 per cent on all sales to inter- 
ruptible customers in order to get that high 
load factor type of business. 

This rate plan may seem to place a bur- 
den on the firm gas users. In actual prac- 
tice, this would not be true because the 
interruptible sales would greatly increase 
the utilization of the investment and its 
earning power. This would make it pos- 
sible to substantially reduce the over-all 
cost per Mcf. 

This fact can be demonstrated by the 
following example. We shall assume that 


1. The cost of natural gas transmis- 
sion line is $100 million. 

2. The line can deliver 111 million 
Mcf per year at full load. 

3. That the fixed charges, or capacity 
costs, are 16 per cent of the investment 
per year. Those costs will include a 6 
per cent return as the cost of borrowed 
capital. 


The annual capacity, or fixed charge, 
cost on that basis is $16 million. 

4. That the line, including inter- 
ruptible sales, would operate at 90 per 
cent capacity and deliver 100 million 
Mcf per year. 


On the basis of assumed operation, the 
unit capacity cost is 16 cents per Mcf. If, 
for example, the line, exclusive of the in- 
terruptible, could deliver only 30 per cent 
of its capacity, or 33 million Mcf per year, 
the capacity cost per Mcf would be 48 
cents. This example indicates how impor- 
tant the use factor is on capacity cost and 
why a higher utilization of the investment 
benefits all customers. 


U seems to me that natural gas transmis- 
sion pipelines are built on the basis of 
the annual quantity to be delivered in Mcf 
and not on a capacity or peak-load basis. 
It is obvious that the load factor must be 
maintained at a high level or the price 
charged for the gas, if it is to be delivered 
any great distance, would not be competi- 
tive and the entire project uneconomic. 

The purpose of the rate adjustments, 
usually requested by the company, is to 
increase the quantity of gas delivered, in 
Mcf, per year without increasing the in- 
vestment. For that reason, the effect of the 
adjustments on the cost of service should 
be reflected in the commodity and not in 
the investment or capacity cost element of 
the rate structure. This article shows that 
the gas pipeline pricing problem is not 
primarily one of capacity cost allocation. 
It is a problem of the proper development 
and apportionment of adjustments (pro- 
posed by the company) that affect the 
quality of service. 
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Keeping Uncle’s Nose Out of 
State Affairs 


It is axiomatic that the states cannot get federal money 

without taking the advice and controls that go along 

with it. The recent controversy over highway billboard 
regulation is a case in point. 


By T. N. SANDIFER* 


HAIRMAN Alcorn of the Republican 
National Committee came away 
from a regional political gathering 

with what must have been startling news 
to some Washington elements still steeped 
in the tradition that federal money can 
buy anything. 

The gist of his news is that the states 
are backing away from federal “grants” 
or allocations of federal funds for state 
purposes. The reason, of course, is that 
paraphrasing the old saw, “Trade Follows 
the Flag,” Uncle Sam moves in with his 
money. 


*Veteran Washington, D. C., correspondent. For 
additional personal note, see “Pages with the 
Editors.” 
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Much as the states love their Uncle, 
their affection for him is much stronger 
when he stays in Washington. In the pres- 
ent instance their antipathy to Uncle 
seems to spring from too close acquaint- 
ance, or after more than twenty years of 
Uncle throwing his weight around, not to 
mention his money, it might be better to 
say, they have become too familiar with 
Uncle to want him in close proximity. 


. on general ground, the states in 

too many instances, have discovered 
that Uncle can cost them money, and since 
he claims priority on the major sources 
of such funds, which used to belong to the 
state governments, they are having an in- 
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creasingly difficult time in finding the 
money. And when state governments can- 
not find the money to match their Uncle’s 
expansive ideas, Uncle puts away the 
pocketbook. He then frequently turns, 
with undisguised favoritism, to those 
states whose governments are reckless or 
grasping enough to levy the required in- 
creased tax burden on their people. But, 
primarily, the case boils down to not want- 
ing Uncle in the house with them. 

He is too bossy. The latest illustration 
of this trait, at this writing, is the federal 
highway-aid program. Nothing wrong 
with the program in itself, but knowing 
that where federal money goes, dictatorial 
power increasingly goes with it, various 
factions wanting to get their hands in state 
matters got on the same train carrying 
the money, so to speak. 

There are people, among others, who 
adore scenery. They seldom have time to 
look at it, since most of them are busy in 
various causes, among them, enlarging the 
federal domain; but they are red hot. For 
years, on purely esthetic grounds of course, 
they have wanted to get their hands on 
outdoor advertisers—for throttling pur- 
poses. 


.. vn a man does with his farm prop- 
erty, or his city property, within 
police limits, is generally recognized as a 
state matter. The states, until now, have 
had sole power to say whether there shall 
be a lighted advertisement along a given 
stretch of highway, and where it can be 
located with reference to the need to see 
it, and how it shall be constructed and il- 
luminated, if it is lighted. 
But the enthusiasts, and they include 
some notable figures who will not be ad- 
vertised here, saw in federal grants for the 


highway program a chance to move in. 
They have made an issue that has virtual- 
ly transcended the fundamental one of 
getting the highway started. Since this is- 
sue is of direct concern to the utility field 
entirely apart from the fact that it 
threatens to establish just one more fed- 
eral hand gripping a state’s controls, and a 
hand which can use the leverage in more 
and new directions, it deserves some 
elaboration. 


HE merits or lack of them in outdoor 

advertising as such are not being con- 
sidered here. The fact does deserve some 
exploration that the utility interests have 
a multimillion-dollar business at stake, 
which would be obliterated. So do other 
commercial enterprises, with an even 
larger financial stake. 

The National Electric Sign Associa- 
tion, for one, comprising some 5,200 man- 
ufacturers of all types of electric signs 
and advertising displays, and representing 
also some 300 manufacturers and supply 
jobbers of material and equipment used 
in manufacture, servicing, and construc- 
tion of electric signs, have an annual pay- 
roll of around $125 million. They employ 
approximately 34,000 people. Their rep- 
resentatives were quick to protest strong- 
ly a proposal to wipe out, by federal fiat, 
a major part of their industry. 

Labor organizations, numbering their 
locals by the thousands, who would be 
adversely affected, likewise reminded the 
Senate legislators that esthetic demands 
are one thing, and bread and butter are 
another. This bread and butter, it was 
pointed out, comes from the business of 
literally millions of large and small retail 
merchants who like that form of advertis- 
ing. 
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oe getting into statistics, the 

outdoor sign industry has been a 
market for many years for power and 
light. A sign that advertises in daylight is 
earning only half its keep if it goes out of 
business at night. Conversely, many urban 
installations, familiar in any city, attract 
relatively little attention in daylight but go 
to work at night under lights. It is safe to 
say a substantial percentage of outdoor 
signs, therefore, are lighted. 

This market would be killed. The cam- 
paign to drive outdoor advertising out of 
existence was getting nowhere in par- 
ticular until now, because of state control, 
established by every legal precedent. With 
the fantastic outlay of “federal” money 
contemplated in this program, however, 
and to be expended over more than a dec- 
ade, the antibillboard factions saw their 
chance. Parenthetically, they were not 
alone. The chance to up the daily wage on 
the roads through federal fiat was not 
overlooked by the appropriate Washing- 
ton groups in that field, either. There 
would be a string to the federal dough. 

No state could get its full share of 
the federal allotment, which it should be 
recalled, was states’ money and cities’ 
money before it became federalized, un- 
less that state agreed in advance to pre- 
scribe certain steps with regard to the right 
of way. 
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The tactics in this drive are all too 
familiar to the private utility field. That 
industry, too, was ONCE state regulated. 
State regulation here has been breached 
through the medium of multistate or fed- 
eral-state projects. Currently, outdoor ad- 
vertising is subject to state control and 
state sentiment. As one witness pointed 
out, the pending legislation is a complete 
reversal of congressional policy, as ex- 
pressed in an earlier law on the subject, 
that use of federal highway funds can- 
not be used to coerce state action. 

It was also stressed that this one phase 
of the legislation would wipe out, in a 
fast motion, the “due process” clause in 
the Constitution, and in most state con- 
stitutions, dealing with expropriation of 
property. The utilities, again, have a right 
to be somewhat skeptical of the validity of 
this clause in their case, on past history, 
but it appears that other industries are 
now in line for the same treatment. 


oo are states which, as a public 
matter, do not mind billboard adver- 
tising, lighted or unlighted. Some of these 
states have large rural populations which 
derive substantial income from leasing 
space in appropriate locations for com- 
mercial advertising. That term is used ad- 
visedly because there are some very con- 
spicuous instances in which public bodies 


“WHAT a man does with his farm property, or his city prop- 
erty, within police limits, is generally recognized as a state 
matter. The states, until now, have had sole power to say 


whether there shall be a lighted advertisement along a given 
stretch of highway, and where it can be located with ref- 
erence to the need to see it, and how it shall be constructed and 


illuminated, if it is lighted.” 
AUGUST 15, 1957 


242 











“hat 
ted. 
hed 
fed- 


and 
ited 


lete 


CCL, 
an- 


ase 


lic 


ch 








use the boards, too, for their own purposes. 

There are states in which dominant 
commercial interests would be seriously 
affected without such advertising. Areas 
devoted to tourism for illustration; some 
worth-while and major resort develop- 
ments and recreational areas, depend on 
such advertising to inform visitors of their 
location and how to reach it. 

No matter to the antiadvertising forces. 
They swept over protests that the high- 
ways were being laid out with regard to 
travel time and not to favor locations on 
the way, hence advertising was doubly 
important. Some of these interests pro- 
tested in Congress that they might as well 
shut up shop. Not only was the route by- 
passing them; there would be no way to 
attract visitors to a detour. Even some 
state spokesmen took up the issue. 

Here was where the federal club would 
be wielded. The policy would be laid down 
from Washington; no outdoor advertis- 
ing, or, if any, it must be so far from the 
right of way as to be commercially 
worthless. Any state refusing to sign in 
advance an agreement, in effect, to enforce 
these standards would get less money or 
none. That is the way Washington has 
worked it since the days of Harry Hop- 
kins, and that is the way it is proposed to 
work it now. 


i Beg ruthlessness of this drive can be 

illustrated; in connection with con- 
gressional consideration of the highway 
program, it was estimated that it would 
cost about $6,000 per mile to acquire the 
so-called negative easements that would 
be required under the no-advertising dic- 
tum. 


The land would be acquired either by 
purchase or condemnation, not, it should 
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be pointed out, for the right of way as 
such, but to insure that no signs marred 
the way. A witness protesting this deal 
gave the Senate committee his analysis of 
that $6,000. In a 300-foot right of way, 
there are approximately 36.3 acres. If the 
40,000 miles of the pending highway sys- 
tem is related to the total outlay of say, 
$5.5 billion, it works out at a total of 
$137,500 per mile, or for the 36.3 acres 
mentioned, $3,787 per acre. 

For acquisition of easements, assum- 
ing that part of the program goes 
through, some 1,500 feet comprising 750 
on either side of the road would be ac- 
quired. For one mile this would be five 
times the acreage required for the right 
of way alone, or 181 acres. Now, coming 
back to the figure of $6,000 estimated as 
the cost of acquiring the esthetic ease- 
ments, and applying those dollars per 
mile, it works out that the farmer or 
other landowner would get $33 per acre. 
This would not be per month, or per year. 
It would be final payment. No ifs, ands, 
or otherwises. He gets $33 per acre—the 
average value per farm acre is roughly 
$95—and for that he gives up his land, 
his income from the advertising, and one 
more chunk of independence of federal 
domination. 


Gover it is very evident that no farmer 

is going to settle on that basis, the 
prospect is that the demand to kill the ad- 
vertisers will cost, instead of $300 million 
which has been advanced as an estimate, 
nearer $1° billion or more. The price of 
fanaticism is never cheap. 

Pending changes in the highway pro- 
gram would add 7,000 miles to the origi- 
nal total, and would extend the period to 
twenty years instead of thirteen. On this 
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Night Work for Signs 


“... the outdoor sign industry has been a market for many years for power 

and light. A sign that advertises in daylight is earning only half its keep 

if it goes out of business at night. Conversely, many urban installations, 

familiar in any city, attract relatively little attention in daylight but go to 
work at night under lights.” 





basis the figures just put down here would 
be enormously expanded. More impor- 
tant, from the angle of federal domina- 
tion of what has always been a state 
province, the federal share in the cost 
would be expanded from the initial 90 
per cent to 90.75 per cent if, please note, 
a state agrees to limit erection of adver- 
tising signs or displays within 600 feet of 
the paved surface of the main traveled 
roadway. 

One reason for challenging the cost to 
the taxpayer of this already obviously ex- 
pensive drive, is that a considerable part 
of the new federal-state route would ex- 
tend through Oklahoma cities, for in- 
stance, not to mention other valuable 
properties in that state. The proponents 
of the antiadvertising legislation showed 
no concern that, under their demands, 
money would have to be diverted from 
purely roadway purposes, to push back 
for the designated hundreds of feet, signs 
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or actual properties, in highly valuable 
urban locations, in Oklahoma as well as 
others. 


C is not a little ironical that much of 

this projected federal domination 
would be in states already heavily en- 
meshed in the public power maze. Wash- 
ington would have still another grub- 
stake in these localities. And since Wash- 
ington has a way of making itself felt 
without much regard to its host region or 
state, this has implications far wider than 
the fate of the billboards. Senator Neu- 
berger (Democrat, Oregon), by the way, 
is the prime mover in all this legislation. 

Former Senator Scott Lucas has 
summed up the potentialities of further 
federal control, by whatever means, in a 
statement he made on the whole question. 
He asked the committee: 


Would you go along with the provi- 
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sion in a bill calling for the federal gov- 
ernment to aid in the construction of 
school buildings if it contained the pro- 
vision that the design of the buildings 
must conform to certain standards pre- 
scribed by the Office of Education, or 
that the local school curriculum must 
conform to the politics of the party in 
power? 


When protagonists of the advertising 
ban raised hands in holy protest, Mr. Lu- 
cas said, “this is not a frivolous or far- 
fetched question. This is exactly what is 
possible.” 

“For,” said ex-Senator Lucas, “if the 
government, through the Department of 
Commerce, can condition the maximum 
amount of aid to a state if it takes certain 
action, and a reduced amount of aid toa 
state if it fails to take certain action, then 
the government is limitless in the types of 
conditions and the extent of aid it can 
render, all conditioned on the state taking 
certain action.” 


inte Neuberger, as might have been 

anticipated, was among the most ve- 
hement of the hand raisers at this, but 
Lucas refused to be put aside. 

“You will go far before you find as 
bald a purchase of state sovereignty as 
the administration bill contains,” he told 
his ex-colleagues. He reminded his hear- 
ers that both Secretary of Commerce 
Weeks, and Senator Neuberger referred 
to “penalty” provisions in the bill, which 
is in both that measure and the one by 
Senator Neuberger. 

These originally, would have clipped 5 
per cent from the state share, and now 
would shave it by 15 per cent. In other 


words, a state seeking to participate in 


‘the federal highway-aid program would 


have to raise an additional 15 per cent 
revenue if it failed to go along on the 
antiadvertising ban. With state sources 
of revenue already dried up, or drawn on 
to the limit, as Secretary Weeks’ own de- 
partment can testify, this extra 15 per 
cent would be an intolerable “penalty.” 

It all boils down to the question of 
states’ rights, said Lucas, and it is evident 
that this term is not confined to the soci- 
ological field by any stretch. 

It is a poorly read individual indeed, 
today, who cannot name at least a hand- 
ful of ways in which Washington injects 
its dominating voice into local affairs, al- 
ways through federal money. 


HIS writer was reminded, while the 

above legislation was under consider- 
ation, of a remark he heard the late Harry 
Hopkins make in the early days of his ré- 
gime. Federal aid on a major scale was 
just being launched to the various states, 
struck by depression. One governor ap- 
parently had balked at some of the terms 
on which this aid would be extended to 
his state. Asked by newsmen what would 
happen, Harry replied, “We'll just have 
to put his feet to the fire.” 

The states have been getting toasted 
off and on ever since through the same 
tactics, and to an increasing degree. 
Which may help to explain why they are 
now backing away when somebody from 
Washington comes in their midst waving 
some easy money. They have learned to 
know that the strings will be drawn tight 
right after they have signed. They are 
tired of the hotfoot. 
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Hell’s Canyon Scuttled 


he was the House Interior Affairs Com- 
mittee which finally pulled the plug on 
the long-dangling and highly controver- 
sial effort to build a federal high dam on 
the Snake river at Hell’s Canyon. By a 
close partisan vote of 16 to 14—with two 
southern Democrats joining a solid Re- 
publican minority—the committee voted 
to knock out the enacting clause of the bill 
which would have authorized federal con- 
struction of the high dam on the Hell’s 
Canyon reach of the Snake river (the 
deepest river gorge in North America) 
between Idaho and Oregon. 

Representative John P. Saylor (Re- 
publican, Pennsylvania) later said the Re- 
publicans plan to shelve the other Senate- 
passed Hell’s Canyon bill at a meeting of 
the House Reclamation Subcommittee. 
This bill also calls for federal construction 
of the dam. Prodam Democrats conceded 
that if the Senate bill were brought up, 
opponents have the votes to dispose of it. 

The Federal Power Commission, with 
administration backing, has authorized 
the Idaho Power Company to build three 
low dams on the Snake river, two dams 
are already under construction. 
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Washington and 


the Utilities 


Representative Westland (Republican, 
Washington), one of those voting against 
the federal dam measure, later made pub- 
lic a letter he received from President 
Eisenhower stating his reasons for oppos- 
ing the federal dam. The President said: 
“The nation cannot and should not finance 
all water resource developments with fed- 
eral funds. The Idaho Power Company 
development will permit the federal gov- 
ernment to devote more of its financial re- 
sources to other developments which are 
clearly beyond the capabilities of nonfed- 
eral interests alone.” 


_ gerooneranel Eisenhower stated that he is 
“firmly convinced that in the long run 
the Idaho Power Company development 
will provide benefits to the people of the 
Pacific Northwest and the nation as a 
whole commensurate with those which 
might reasonably be anticipated” from the 
high federal dam. 

Representative Gracie Pfost (Demo- 
crat, Idaho), who sponsored the bill, pre- 
dicted that Idaho Power “will never fully 
develop the water resources that are our 
God-given right.” She said that in allow- 
ing the utility company to go ahead with 
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construction “we are giving Idaho Power 
Company the Snake river and paying them 
for taking it.” 

Representative Ullman (Democrat, 
Oregon) said that killing the legislation 
would give Idaho Power Company “an 
economic stranglehold” on the Northwest. 

Following is the committee vote: 
Against the dam were Democratic Repre- 
sentatives Haley (Florida) and Shuford 
(North Carolina); Republicans Miller 
(Nebraska), Saylor (Pennsylvania), 
Wharton (New York), Berry (South 
Dakota), Dawson (Utah), Westland 
(Washington), Pillion (New York), 
Hosmer (California), Rhodes (Ari- 
zona), Chenoweth (Colorado), Utt (Cali- 
fornia), Thomson (Wyoming), Weaver 
(Nebraska), and Collier (Illinois). 

For the dam were Democratic Repre- 
sentatives Engle (California), Aspinall 
(Colorado), O’Brien (New York), 
Rogers (Texas), Pfost (Idaho), Ed- 
mondson (Oklahoma), Metcalf (Mon- 
tana), Christopher (Missouri), Sisk 
(California), Udall (Arizona), Diggs 
(Michigan), Rutherford (Texas), Baring 
(Nevada), and Ullman (Oregon). 

The House committee vote was a vic- 
tory for the administration, which had 
been attempting to prevent a Hell’s Can- 
yon bill from reaching the floor. While 
passage of the bill would surely have en- 
countered a presidential veto, the fact that 
a Democratic-controlled committee killed 
the bill rather than a Republican veto tends 
to blunt whatever political advantage pro- 
ponents of the measure might hope to 
secure from defeat of the measure. The 
controversy will no doubt be discussed 
during next year’s election campaign, but 
the issue has now lost most of its force. 


Lo gewaemery an FPC examiner on 
July 23rd granted a 50-year license 
to the Pacific Northwest Power Company 


to build two dams on the Snake river in 
Idaho and Oregon. The dams—Mountain 
Sheep and Pleasant Valley—will have a 
combined installed capacity of 1,002,000 
kilowatts initially, with an ultimate instal- 
lation of 1,240,000 kilowatts. The esti- 
mated cost of the project ranges from 
about $167 million to $172 million. 

The application was opposed by the Na- 
tional Hells Canyon Association and other 
public power groups which had also op- 
posed the building of the three Hell’s 
Canyon dams by the Idaho Power Com- 
pany. They wanted a high federal dam at 
Nez Perce instead of the two proposed 
dams by Pacific Northwest. But FPC Ex- 
aminer Marsh, who handed down the de- 
cision, stated that further development of 
this reach of the Snake river “should not 
be undertaken by the United States itself.” 
The examiner’s decision is subject to re- 
view by the FPC or repeal by the parties 
within thirty days. 

The examiner threw cold water on Sec- 
retary of Interior Seaton’s suggestion 
about a federal dam at Pleasant Valley. 
Secretary Seaton’s move was viewed as an 
administration effort to offset any political 
gains, which might be forthcoming for the 
Democrats over the Hell’s Canyon issue, 
by suggesting that the administration 
might support a high federal dam at 
Pleasant Valley. Pacific Northwest Power 
Company’s proposal, Marsh said, is the 
best adapted to a comprehensive plan for 
development of the Snake at this point. 


¥ 


El Paso’s Trust Suit 


Siow Justice Department has filed suit 
against El Paso Natural Gas to have 
it divest itself of its recently acquired con- 
trol over Pacific Northwest Pipeline Cor- 
poration. Filed in the U. S. district court 
of Salt Lake City, the federal govern- 
ment’s complaint charged that El Paso had 


AUGUST 15, 1957 





PUBLIC UTILITIES FORTNIGHTLY 


gained control over Pacific Northwest 
earlier this year through an exchange of 
stock. Because Pacific Northwest would 
continue as a separate entity, the trans- 
action did not require the approval of the 
Federal Power Commission under the 
Natural Gas Act. 

The complaint marks the first time the 
Justice Department has moved against a 
pipeline affiliation. Such transactions are 
normally subject to regulation by the FPC, 
but that agency was powerless to do any- 
thing about the El Paso-Pacific North- 
west combine. The FPC has veto power 
over any pipeline company asset pur- 
chases, but it has no control over the per- 
son or company that buys stock in the 
pipeline company, unless there is a change 
in the operating procedures or a transfer 
of facilities. There were to be no such 
changes in El Paso’s relations with Pacific 
Northwest. 

El] Paso has held more than 99 per cent 
of Pacific Northwest’s stock since early 
this year, the complaint said. El Paso made 
the transaction by exchanging 14 shares 
of its class B common stock for each eight 
shares of Pacific Northwest common. 

The Justice Department hinted that El 
Paso and Pacific Northwest purposely 
dealt in stock to avoid the FPC’s jurisdic- 
tion. Commission officials had privately 
expressed concern over the possible anti- 
competitive effect of the merger. They 
also claimed most pipeline companies 
voluntarily submit their stock acquisition 
plans for FPC approval. 


_ Justice Department official 

termed the complaint “an answer 
to critics who think the Eisenhower ad- 
ministration is opposed to regulation of 
the natural gas industry.” The adminis- 
tration has endorsed a bill, recently ap- 
proved by the House Commerce Com- 
mittee, to ease the regulatory burden on 
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independent natural gas producers—those 
not affiliated with an interstate pipeline. 

Even if the FPC gives up some of its 
regulatory duties, this official said, the 
Justice Department can still attack anti- 
competitive influences in the gas industry. 
“Antitrust is the sole form of govern- 
ment action that can be used to obviate the 
need for government regulation,” he as- 
serted. “It can make free markets work, 
thus eliminating the need for public utility 
regulation.” 

El Paso officials claimed the affiliation 
would result in more efficient utilization of 
gas resources and more effective service to 
customers of both companies through 
economies of production. But the Justice 
Department’s action attacked an alleged 
lessening of actual and potential compe- 
tition through the affiliation. 

The complaint specifically charged that 
the merger brings the only two major pipe- 
lines in the West under “common owner- 
ship and control”; results in the common 
ownership of the only two major pipelines 
buying gas in the vast San Juan field; 
gives El Paso “permanent access” to the 
Canadian gas sources that will be tapped 
starting this fall by Pacific Northwest and 
eliminates competition for Canadian gas; 
eliminates actual and potential competition 
between the two companies and the ex- 
ploration, production, purchase, and sale 
of natural gas; eliminates Pacific North- 
west as a competitive factor in the gas 
supply business in the West. 


| Oe Paso, the nation’s second largest 
pipeline company, had assets totaling 
$909.5 million and operating revenues of 
$221.5 million in 1956. Its 6,700 miles of 
pipeline carry gas from fields in west 
Texas and New Mexico to customers in 
the Southwest and California. The Justice 
Department said the company owns more 
gas reserves than any other pipeline, and 
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is the sixth largest gas producer. The com- 
plaint added that in 1955 El Paso fur- 
nished 60 per cent of California’s gas 
needs, deriving three-fourths of its income 
from sales to companies in California. 
Pacific Northwest is a relatively young 
transmission concern which went into 
business last year. It eventually hopes to 
import substantial amounts of gas from 


Canada. 
e 


Atomic Plant Legislation 


A= authorizing greater government 
participation in peacetime atomic 
energy development has been approved by 
a subcommittee of the Joint Committee on 
Atomic Energy. In addition to funds for 
the Atomic Energy Commission’s nuclear 
weapons program, the bill would author- 
ize some $129,915,000 for AEC partner- 
ship agreements with industrial groups in 
reactor projects. Some of these funds have 
already been budgeted but were included 
in the present bill under a new law making 
all such projects subject to congressional 
appropriation. 

The major new provisions of the bill 
are those sponsored by advocates of a 
stepped-up government reactor program. 
Supporters of last year’s Gore-Holifield 
Bill, defeated in the House, had sought 
$400 million for government-operated 
large-scale reactors. The AEC asked for 
only $58 million. 

The committee added to the AEC’s 
recommendations these new items: (1) a 
$40 million reactor of the gas-cooled type 
to be built by the AEC at Arco, Idaho; 
(2) funds to provide for government de- 
sign and construction of five power re- 
actors for various co-operative groups; 
(3) authorization for the AEC to go 
ahead with a $15 million experimental re- 
actor designed to “recycle” plutonium 
made in power reactors; (4) authoriza- 


tion of $3 million design and development 
study of a plutonium producing reactor, 
leaving it up to the AEC to decide whether 
the reactor would also produce power. 

The bill authorizes no funds for the 
controversial reactor proposed by the 
Power Reactor Development Corporation 
(PRDC) for Monroe, Michigan, near De- 
troit. Instead, the committee authorized 
$1.5 million for research on the concept 
of the fast breeder reactor—the type pro- 
posed by PRDC. 

» 


Niagara Bill Progresses 


HE outlook was more favorable last 

month for final congressional action 
at this session on a bill authorizing con- 
struction of the Niagara power project by 
the New York State Power Authority. 
Senate Majority Leader Johnson (Demo- 
crat, Texas) has again promised that the 
Senate will have a chance to act on the 
measure before adjournment, possibly 
immediately following the disposition of 
the civil rights bill. 

The House passed and sent to the Sen- 
ate a bill to authorize construction of the 
Niagara project by the New York Au- 
thority. Aside from a few skirmishes be- 
tween government power and private 
power spokesmen, no major opposition to 
the measure developed. It is likely to be 
the same in the Senate when the bill comes 
up for debate. 

Major criticism of the bill in the Sen- 
ate has come from Democratic Senators 
Clark (Pennsylvania) and  Lausche 
(Ohio), both of whom have expressed 
dissatisfaction with the amount of power 
from the Niagara project which would be 
allocated to Ohio and Pennsylvania. The 
Senate bill limits the amount to 10 per 
cent. The two Senators are hoping to 
work out a compromise that would give 
their states 20 per cent. 
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Bell System Insurance Plan 


LIBERALIZED group insurance pro- 

posal for Bell system employees ap- 
pears to have met most of the demands of 
the CIO-AFL Communications Workers 
of America. Although the union’s 14- 
member executive board has not accepted 
the company’s proposal, CWA President 
Joseph A. Beirne has indicated that the 
new plan offers a number of advantages 
over previous Bell system proposals. 

The new plan would lead to the placing 
of well over a billion dollars worth of 
insurance for the 350,000 Bell system em- 
ployees represented by CWA. Negotia- 
tions have been going on between CWA 
and a number of Bell system companies 
since November, 1956. Recently, these ne- 
gotiations have been concentrated in the 
union’s largest bargaining unit, the South- 
western Bell Telephone Company, with 
55,000 workers represented. 

The Bell system’s latest plan calls for 
a contract between the company and the 
union. The former company proposal only 
contemplated union assent to an already 
developed plan. Under the proposed setup, 
there would be a grievance procedure to 
handle disputes over administrative details 
of the plan’s operation. Finally, there 
would be a three-month grace period not 
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included in the earlier proposal. This 
would protect the insurance of CWA 
members on strike. 

Liberalization of the present Bell system 
pension and death benefit plan covering 
dependents is the heart of the new pro- 
posal. Under this change, dependents of 
an employee with one but less than two 
years’ service would receive four months’ 
wages ; they receive nothing at the present 
time. 

Employees with more than two years’ 
service would have their death benefit im- 
proved along the line of service. After five 
years’ service, for example, the depend- 
ency death benefit would be upped from 
seven months’ pay to one year. 


{paw union also favors a look-at-the- 
books agreement previously refused 
by the company. 

As originally proposed by the Bell sys- 
tem, a worker would be eligible to buy 
group life insurance in an amount equal 
to his annual salary, rounded out to the 
next $1,000 of insurance. The first $1,000 
of insurance would be at no cost to the 
worker; he would pay 50 cents a month 
per thousand for the remainder. There 
would be no discretionary right to pur- 
chase a smaller amount of insurance. 
Pensioners would receive scaled - down 
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amounts of this life insurance at no cost. 

The union’s international convention, 
meeting in Kansas City in June, author- 
ized the CWA executive board to conduct 
a referendum among the union’s member- 
ship on a proposal for an all-union group 
life insurance program. This plan would 
be uniform in all its provisions and would 
require $1 per member per month dues 
increase to cover cost. The board has not 
yet ordered the referendum. 

The union’s plan would give each CWA 
member $1,000 worth of insurance the 
first year, increased in $1,000 amounts 
each year until the fourth year when it 
would reach $4,000 and remain there. 
Pensioners would receive, at no cost, $500 
of insurance the first year, and $1,000 
thereafter. 

CWA’s tentatively favorable reaction to 
the company’s plan is viewed as likely to 
lead finally to an agreement on the pro- 
posal. Other unions in the Bell system, 
both independent and the International 
Brotherhood of Electrical Workers, ac- 
cepted the company’s previous proposal 


some time ago. 
¥ 


Chicago Phone Exhibit 


Pipersees telephones, attractive girls, 
and a pretty good idea of what’s new 
in telephone manufacturing are featured 
by Western Electric in its Chicagoland 
Fair exhibit. In its 4,000 square feet of 
display space the company has accom- 
plished a threefold purpose—to show how 
employees work in factories, to display 
new projected projects for the future, and 
to recruit a labor force. Hanging above 
the exhibit are some 2,000 phone handsets, 
representing the different variety of colors 
in which telephones are available. 
Visitors to the fair actually see produc- 
tion of telephone parts. Trucks from the 
company’s Hawthorne plant in Cicero, 


Illinois, make daily trips to the Navy pier, 
picking up parts assembled at the fair. 
Some 2,000 telephone relays are assembled 
by women operators each day. Spectators 
see how the relays, resistors, and condens- 
ers are wired into mounting plates. Also 
produced at the fair each day are one or 
two crossbar frame wiring units used in 
dial telephone exchange services. 

Throughout the display are animated 
screen exhibits showing operations of 
Western Electric products. Visitors watch 
the screen and listen to recorded messages. 
describe the operation. One such display 
explains the entire process of dial tele- 
phoning. 

Another large screen shows Nike, 
the Army’s guided missile system, 
in action. On the animated screen specta- 
tors watch the rocket leave the ground to 
seek out an enemy plane, make contact 
with the aircraft, and finally destroy it. 

If you pick up a telephone at another 
exhibit you can hear a recording of the 
first telephone call made over the new 
transatlantic cable between Newfoundland 
and Scotland. In its “new horizon’ dis- 
play, the company shows how the Bell 
solar battery works. The battery is the 
first man-made device for converting the 
sun’s energy into usable amounts of elec- 
tricity. 

> 


Deaf—Blind Telephone 


—_— Dutch scientists have developed a 
system through which persons who 
are deaf and blind can “hear” over the 
telephone. The novel electrical system uses 
a principle similar to that used in the huge 
electronic “brain” machines, a machine 
with a typewriter keyboard, a “feeling 
box” that employs the Braille reading sys- 
tem and a regular telephone circuit. A 
demonstration showed how deaf-blind 
persons can communicate with the rest of 
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the world at a normal rate of 100 or more 
words a minute. 


N the demonstration, a sender at the 
New York Telephone Company tapped 
out a message on a machine similar to a 
regular typewriter. His taps were “modu- 
lated” or translated into a series of elec- 
tronic circuits that went out over the tele- 
phone wire. At the Industrial Home for 
the Blind, the signals were “demodulated” 
into the “feeling box.” This gadget, about 
the size of a shoe box, contains a hole, 
over which the deaf-blind receiver places 
his hand. Six small pins tap out the mes- 
sage in Braille against his hand. 

The system was developed by two 
Dutch mathematicians, Doctors Gerritt 
van der Mey and William L. van der Poel, 
at the laboratories of the Netherlands Tel- 
ephone & Telegraph Company at The 
Hague. Actually, the scientists devised the 
operation so that Dr. van der Mey, who is 
deaf and blind, could communicate from 
his home to Dr. van der Poel at the com- 
pany’s offices, a distance of 60 miles. The 
system can be used, however, over a tele- 
phone circuit of any length. 

The two men demonstrated the system 
as part of a series of meetings conducted 
by the World Council for the Welfare of 
the Blind and the Committee on Services 
for Deaf—Blind. The meetings are aimed 
at developing methods of communications 
between persons afflicted with deafness or 
blindness or both. 

¥ 


Subscription TV 


AS recently as July 9th the Zenith Radio 

Corporation of Chicago told the 
Federal 
that it would rather have its proposed 


Communications Commission 


subscription television rejected outright 
than go through “further endless hear- 
ings” on the subject. Zenith was moti- 
vated chiefly by the fact that closed-circuit 
television—television wired into individ- 
ual homes—is already in operation in a 
few test areas. The Zenith company is a 
broadcast system and as such it comes 
under FCC regulation. That is not the 
case with closed-circuit or wire television. 
The FCC has nothing to do with it. 

Free of heavy pressure from the hand 
of the FCC, the closed-circuit television 
promoters have been busily making hay 
under what seems to be a shining sun. A 
significant and perhaps historical event 
took place last month when the Los An- 
geles city council voted, 11 to 2, approval 
of the franchise application of Skiatron 
TV, Inc., for a city-wide closed-circuit 
television system. 


_ pee is reportedly linked with the 
Brooklyn Dodgers in an agreement to 
televise their games. Indeed, the Dodgers’ 
decision to move to Los Angeles presum- 
ably hinges on the possibility that their 
games will be seen—and paid for—by 
televiewers, in addition to in-the-flesh cus- 
tomers. 

But the city council’s action does not 
eliminate other and competing systems. 
The council merely approved a franchise 
application; when the franchise is pre- 
pared it must be subject to open bidding. 
Fox West Coast Theaters and the Inter- 
national Telemeter Corporation, another 
closed-circuit system, have filed a joint 
application for a second franchise and 
have announced their intention of bidding. 

Skiatron has offered to give the city 
2 per cent of its gross revenues. Other 
concerns, when the time comes, may offer 
more. 
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Financial News 
and Comment 


By OWEN ELY 


What Is the Best Equity Ratio? 


| a recent article in the Analysts Jour- 
nal (May, 1957, pages 39-44), C. A. 
Hoskin, after a detailed statistical anal- 
ysis, concluded that “there is no optimum 
capitalization ratio for all public utility 
companies. It would appear that, within 
certain rather indefinite limits, one com- 
pany may report just as good results with 
a so-called ‘low’ ratio of common stock 
and surplus to total capitalization as 
another company with a substantially 
‘stronger’ ratio. . . . Many other factors, 
including current earnings and dividends, 
long-term earnings trend, the rate of 
growth of population in the territory serv- 
iced, the rate structure prescribed by state 
commissions or other regulatory bodies, 
and the need of capital for expansion of 
facilities, plus other similar factors, exer- 
cise more influence upon the quality of a 
public utility company’s securities than 
does its capital structure. Perhaps we have 
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been devoting too much attention to capi- 
talization ratios in the past and not enough 
to other more important determining fac- 
tors in our analyses of public utilities 
securities.” 

Hugh Pastoriza, well-known utility 
analyst of Coffin & Burr, has some inter- 
esting ideas on common stock equity. He 
points out that the utility industry origi- 
nally started out (in New England at 
least) on an all-common stock basis, but 
during the 1920’s swung over to the other 
extreme, in the effort to gain very high 
leverage. The latter objective was more 
frequently effected by building up a series 
of holding companies, each with its own 
senior securities, than by an extremely low 
equity ratio for the operating company 
itself. 


). gen the debacle of 1929-34 the indus- 
try moved to put its house in order— 
vigorously assisted by the SEC. In addi- 
tion to sweeping away the false super- 
structure of unwarranted holding com- 
panies, the commission ordered the equity 
ratios of the operating subsidiaries “‘solidi- 
fied” by drastic write-offs of intangibles, 
and equities were painfully built up again 
by holding company cash contributions 
and later by extra emissions of common 
stock. While some companies were satis- 
fied to achieve a 25 per cent equity ratio, 
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as prescribed by the ABC restrictions, the 
majority of the companies have worked 
toward 30-35 per cent as their goal. 

In divesting the holding companies the 
SEC was confronted in many instances 
with companies where common equity was 
lower than they thought desirable. One 
method to foster the build-up of equity was 
by restricting dividends through the so- 
called ABC formula. This held dividends 
down to 50 per cent of earnings so long 
as common equity was below 20 per cent, 
and to 75 per cent so long as that equity 
was below 25 per cent. Companies with 
equities above 25 per cent were not limited. 
This restriction was put into indentures, 
bylaws, and preferred stock agreements. 
Thus today practically all the companies 
which emerged from holding company sys- 
tems, and many others which have issued 
preferred stocks, are restricted by this rule. 

No utility executive wants his common 
dividend policy disrupted by a sudden dip 
in earnings, hence nearly all the companies 
have kept well above this limit. None of 
the electric utilities appear to have a ratio 
of less than 25 per cent. Some of the pipe- 
lines have lower ratios, but these are 
usually balanced by convertible issues 
which are, of course, potential equity. 


oe the postwar period there have 

been two distinct trends in changes 
of equity ratios. Many former holding 
company subsidiaries, due to heavy write- 
offs ordered by the SEC, started their 
independent careers with low equity ratios 
—as for example West Penn Electric and 
Pennsylvania Power & Light; others were 
on the border line of respectability, around 
1925-27. During the postwar years most of 
these companies issued more common stock 
than was necessary merely for growth, in 
order to raise their equity ratios to “a re- 
spectable level,” improve their bond rat- 
ings, and reduce the cost of senior financ- 
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ing. In so doing they decreased the earn- 
ings leverage of the common stock, so 
that share earnings did not increase as fast 
as they otherwise would have done, but 
as this was generally a favorable earnings 
period this result was disregarded. 

On the other hand, some of the very 
large old-line utilities, such as Consolidated 
Edison, Boston Edison, and others which 
originally had high equity ratios, have al- 
lowed them to drift lower, thus eliminating 
some equity financing. Thus, Boston Edi- 
son’s ratio dropped from 69 per cent to 
50 per cent, Consolidated Edison’s from 
52 per cent in 1944 to less than 40 per cent, 
Commonwealth Edison’s from 60 per cent 
to 44 per cent (with a further decline 
likely), etc. The two trends have virtually 
offset each other, as indicated by the re- 
markably stable average for all class A 
and B privately owned electric utilities 
which has remained between 36.9 per cent 
and 38.7 per cent during the postwar 
decade. 


W: have noted that raising the 
equity ratio decreases the common 
stock leverage and thus retards the in- 
crease in share earnings. To what extent 
does raising the equity ratio increase the 
protection for the common stock dividend, 
and does the latter give the stock greater 
investment attraction? Of course the sub- 
stitution of equity financing for senior 
financing increases the proportion of rev- 
enue brought down for the common stock; 
but on the other hand the number of shares 
is increased which may cancel out the ad- 
vantage, at least in part. The most prac- 
tical method of protecting the common 
stock dividend is perhaps merely to have 
a low percentage pay-out. 

However, dividend pay-out seems to 
have been fairly well standardized around 
the 72 per cent level, which would afford a 
direct reserve margin of about 40 per cent, 
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and investors do not seem to pay a great 
deal of attention to dividend pay-out as a 
measure of dividend safety. In a broad 
way, the rating on the company’s bonds 
and the utility companies’ general credit 
standing seems to be taken as a guide to 
the quality of the common stock. 

Perhaps the difficulty is that investors 
have been spoiled by the fine postwar earn- 
ings record of the utilities. There have 
been extremely few cases of dividend cuts 
and these have usually been restored. 
Many utilities’ dividend rates have been 
raised several times, in some cases almost 
every year. Thus, attention has been di- 
verted from the question “How safe is 
my dividend?” to the query “How soon 
will I get a dividend increase?” Only in 
the case of American Telephone and Tele- 
graph, perhaps, has a reputation for abso- 
lute dividend safety become a shibboleth 
with investors. However, in any real de- 
pression doubtless the investing public 
might again seek reassurances regarding 
the safety of other utility dividends. 






















8 feevme is another way of measuring 
coverage of common stock dividends 
than the simple method of using dividend 
pay-out. This would be to use the same 
method employed in testing the investment 
merit of a utility preferred stock, by cal- 
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culating the over-all coverage provided by 
gross income for the total amount of inter- 
est charges, preferred dividends, and com- 
mon dividends. While the safety of the 
preferred dividend is usually measured on 
an over-all basis, including fixed charges 
with it, apparently this practice has not 
been widely employed (if at all) with ref- 
erence to the common dividend. 

For all the class A privately owned elec- 
tric utilities in the United States in the 
year 1956, various coverage figures may 
be computed as shown below. 


URING 1930-34 revenues of all inves- 

tor-owned electric utilities (as report- 
ed by the EEI) decreased about 10 per 
cent while gross corporate income dropped 
22 per cent; and in 1938 revenue dipped 
about 1 per cent and gross corporate in- 
come over 2 per cent, about the same rela- 
tionship. But federal income tax rates are 
now much higher and thus serve as more 
of a stabilizer for gross income. A decline 
of 10 per cent in gross today would per- 
haps mean a dip of only 15 per cent in 
gross income. Last year this would have 
meant a decline in the balance for charges 
and all dividends of about $272 million so 
that some of the $316 million balance for 
surplus would still remain. Thus if, as Pas- 
toriza suggests, utility executives may still 


Coverage (No. Times) 

































Amount Before After 
In Income Income 
Millions Taxes Taxes 
Gross Income before Income Taxes ....... $2,848 
Gross Income after Income Taxes ....... 1,812 
PMO WAS ais .ca sais base ciccncclveitenws 483 5.90 3.75 
Balance otter CHATES: .....6.65s ices cesses 1,329 ° 
Preterced DividGdS 2.6 6cacosiesecsecseen 161 8.25 
Fixed Charges and Preferred Dividends . O44 2.81 
Balance after Preferred Dividends ...... 1,168 
CORWHOR DIVIGEIES 6656605 0025s ccssccecee 852* HB 74 
Fixed Charges, Pfd. and Common Div. .... 1,496 1.21 


*Seventy-three per cent pay-out. 
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have in mind the “big depression” as rep- 
resenting about the worst that could hap- 
pen to them from a decline in sales, the util- 
ities seem to be reasonably safe. (It must 
be remembered that this is an average re- 
sult and that there are always individual 
exceptions. ) 


O' course rising money rates introduce a 
new factor. In the 1920’s the utilities 
had to cope with very high money rates 
but, on the other hand, regulation was very 
liberal and recognized the high cost of 
money, for the most part. In the 1930’s 
and early 1940’s, on the other hand, regu- 
lation tightened up considerably but money 
rates declined to extremely low levels, one 
factor offsetting the other. Now interest 
rates are moving up sharply and it remains 
to be seen whether regulatory agencies will 
grant correspondingly higher rates of re- 
turn without too much lag in doing so. 
While higher money rates will have only 
a very gradual effect in raising fixed 
charges, nevertheless the increase will tend 
to reduce coverage of common dividends, 
other factors being equal. What will util- 
ity executives do to offset this, and to main- 
tain safety of dividends—or maintain con- 
tinued increases in the dividend rate? 
There is some current indication that, 
strange as it may seem, they may increase 
the debt ratio and allow the equity ratio 
to retreat a little, the major reason being 
the big tax advantage of fixed charges 
versus dividends. In this connection Pas- 
toriza comments that “25 per cent com- 
mon equity is about as low as a company 
can go and still keep a coverage of 24 
times. A Pennsylvania or Ohio company, 
which is allowed to earn 7 per cent on net 
book value of capital might go as low as 
20 per cent.” 

It seems unlikely, however, that any 
electric utility would want to return to a 
20 per cent equity ratio. 
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. would doubtless require a mathemat- 
ical genius or an IBM electronic brain 
to calculate the effects of all the variables 
which enter into the picture. Thus in addi- 
tion to the factors discussed above we 
might also consider (1) inadequacy of 
present depreciation reserves to cover 
plant replacements on an inflation basis, 
(2) the effects of interest-free capital sup- 
plied by deferred taxes resulting from ac- 
celerated amortization and accelerated 
depreciation, (3) the potential obsoles- 
cence of plant due to scientific progress 
with atomic research, etc. About all the 
utility executive can do is to regard such 
factors as plus or minus items in the net 
result, without trying to weigh them. 


¥ 


Stocks of New Canadian Gas 
Companies Highly Popular 


eerie of the Westcoast Pipe Line 
and of Trans-Canada Gas Pipe Lines 
have proved so successful (in contrast 
with the rough sledding which the big 
pipeline encountered before it “‘jelled” 
politically) that other new companies 
formed to distribute Trans-Canada’s gas 
have also offered their securities to the 
public in rapid succession. These included 
Alberta Gas Trunk Line, Northern On- 
tario Natural Gas, Quebec Natural Gas, 
Intermountain Gas, and Lakeland Natural 
Gas. 

The financing of practically all these 
companies has followed the pattern al- 
ready established by some of the American 
pipelines. First mortgage bonds are sold 
to institutions, some founders’ shares are 
issued, and then a substantial issue of units 
is offered to the public. Each unit consists 
of a debenture with one or more shares of 
common stock, the stock not being separa- 
ble from the debenture until a prescribed 
date. 
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GAS INDUSTRY EXPANSION 


NEW CONSTRUCTION EXPENDITURES 
MILLIONS OF DOLLARS 
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SOURCE: AMERICAN GAS ASSOCIATION 


HE gas utility and pipeline industry is expanding this year at the 
fastest pace in its history with construction expenditures of more 
than two billion dollars. This is 37 per cent higher than last year and 
more than triple the annual average for the previous 20 years. The 
industry is adding about a million customers a year and currently serves 
more than 30 million customers through utility gas lines. 
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Most if not all of these offerings were 
“hot issues” and went to sizable price 
premiums. Possibly the best issue in this 
respect was the Alberta Gas Trunk Line 
common stock, which rose from the offer- 
ing price of $5.25 in February to a bid of 
$21 in July. Earnings projections for these 
new companies have in most cases been 
prepared by engineers employed by the 
underwriters. But these figures are usually 
not published in the prospectus and are 
probably treated as semiconfidential. Kip- 
pen & Company, investment bankers of 
Toronto, have prepared detailed estimates 
and projections of their own which seem 
to be much more optimistic than the engi- 
neers’ figures, where comparison is pos- 
sible. On the basis of the meager available 
data, some of these new gas stocks have 
seemed to be selling at inflated values com- 
pared with American pipeline stocks. 


N addition to meeting the demands of 
Trans-Canada for natural gas from the 
fields in western Canada, to supply gas to 
old and new gas distributors in Ontario 
and other sections of Canada, the Alberta 
fields will be called on to supply gas to 
Westcoast Transmission and its U. S. 
partner, Pacific Northwest Pipeline (con- 
trolled by El Paso Natural Gas). More- 
over, Tennessee Gas Transmission has 
proposed to build a new line, Midwestern 
Gas Transmission, from Tennessee to the 


Canadian boundary between Minnesota 
and Manitoba. This would tap the Trans- 
Canada line to bring gas to the U. S. Mid- 
dle West where there is still a sizable 
shortage for house-heating customers. 
(The latter plan is in conflict, however, 
with expansion plans of Peoples Gas and 
possibly those of Northern Natural Gas.) 

El Paso Natural Gas early this year 
acquired over 99 per cent of the stock of 
Pacific Northwest Pipeline through an ex- 
change for its own class B shares. El Paso 
now supplies gas to practically the whole 
Pacific coast, including the big utilities in 
California. Recently Pacific Gas and Elec- 
tric (which gets much of its gas from El 
Paso) announced that it also planned to 
build a line to Canada in order to assure 
itself and other California utilities of an 
adequate supply. Despite this announce- 
ment, the federal government a few days 
later attacked El Paso as having a poten- 
tial monopoly in its area and ordered it 
to divest itself of its interest in the North- 
west Pipeline. In the past, utility ‘“monop- 
olies” have been allowed and even en- 
couraged because competition is not war- 
ranted in this field and because they are 
regulated by public agencies. A Justice De- 
partment official has been quoted in the 
newspapers as saying that “the suit would 
be an answer to critics who think the 
Eisenhower administration is opposed to 
regulation of the natural gas industry.” 





Baa 
Utility Pfd. Stocks—High-grade .... 
—Medium-grade .. 
24 Electric Utility Common Stocks .. 
30 Gas Utility Common Stocks 


Source of data, Moody’s Service. 





CURRENT YIELD 


YARDSTICKS 


1957 Range 

High Low 
4.05—3.70% 
4.09—3.78 
4.22—3.92 
4.42—4.23 
4.97—4.37 
5.10—4.76 
4.96—4.67 
4.74—4.34 


1955 Range 
High Low 
3.19—2.93% 
3.26—2.99 
3.36—3.12 
3.51—3.37 
3.98—3.89 
4.32—4.19 
4.64—4.32 
4.70—4.29 


1956 Range 
High Low 
3.83—3.08% 
3.87—3.11 
3.92—3.27 
4.23—3.49 
4.68—3.92 
4.84—4.25 
4.87—4.45 
4.83—4.30 
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Thus the move seems to be tied in political- 
ly with the natural gas bill. 


Pemagered the timing of the move by 
the Department of Justice seems 
illogical, coming shortly after the an- 
nouncement that Pacific Gas and Electric 
would build a competing line. Even though 
the three-way competition for Alberta 
gas reserves is still in an early stage, it is 
reported that the contest has already 
forced the field price from 10 cents up to 
12-15 cents per Mcf—which will hardly 
prove of future benefit to California con- 
sumers. 

The Financial Post of Canada in its is- 
sue of July 13th ran some interesting 
stories under the heading “Can Our Gas 
Meet Giant New Plans” and “Here’s 
Story of Giant Gas Line Plans.” The 
newspaper questions whether Canada has 
enough gas to permit the export of an- 


e 


other 400 million cubic feet to Pacific Gas 
and Electric’s proposed line in addition 
to the increased demands of El Paso 
(through Westcoast Transmission and 
Pacific Northwest). Representatives of 
both companies have been contacting ma- 
jor gas producers, and also sounding out 
opinion in the new government at Ottawa. 
Any proposal to export gas must jump 
three government hurdles, it was pointed 
out: the Alberta provincial government, 
the new conservative dominion govern- 
ment at Ottawa, which will decide the 
matter of exports, and the FPC in the 
United States. 

Alberta’s natural gas reserves have been 
rising (with increased exploration) at the 
rate of almost 2 trillion cubic feet a year 
and are now estimated somewhere around 
20 trillion cubic feet, according to the Post. 
However, much expensive drilling will be 
required to prove these reserves. 


DATA ON ELECTRIC UTILITY STOCKS 
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Price dend 
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35 
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Annual 

Rev. 

(Mill.) 

American G. & E, ....... 
Aswona Pub, Ser, ....<.. 
Arkansas Mo. Power .... 
Atlantic City Elec. ....... 
Baltimore G. & E. ....... 
Bangor Hydro-Elec. ..... 
Black Has Poe L. ....... 
Boston Edison 

Calif. Elec, Power 

Calif. Oreg. Power 

Gant. Pac WGl. owe... 
Garouna PB. G&L. ..ksscs. 
Cent. Hudson G. & E. .... 
Gent TE EO &:G, 2.55 
Cent. i 

Cent. 

Cent. Louisiana Elec. ..... 
Cent. Maine Power 

Cent, & South West ...... 
Cent. Vermont P. S. ...... 
Cincinnati G. & E. ....... 
Citizens Util. “B” 

Cleve. Elec. Illum. ........ 
Colo. Cent. Power 
Columbus & S. O. E. ..... 
Commonwealth Ed. 
Community Pub. Serv. .... 
Concord Elec. 
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Aver. 
bee cv. : . Abprox. 
7/24/57 Divi- Recent Price- Div. Common 
. Price dend Approx. Share Earn. Pay- Stock 
(Continued) About Rate Yield Earnings Ratio 


oie CA 2, 3 eee 1.00 1.12Je 

Connecticut Power 2.25 2.84Ma 
Consol. Edison 3.20Je 

Consumers Power 3.17My 
Dayton P. & L 3.27Ma 
Delaware P. & 2.64Ma 
Detroit Edison ... 2.51Je 

Duke Power 1.90De 
Duquesne Light 2.42Ma 
Hast. Wil ASSOC, 2.0.45 2.28My 
Edison Sault Elec. ....... 1.09Ma 
BSc 2 aaa 1.35My 
Empire Dist. Elec. ....... 1.63Ma 
3.65De 
2.66Je 

2.80Je 
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Florida Power Corp. ..... 
Florida P. & L. 

General Pub. Util. ....... 
Green Mt. Power 

Gulf States Util. 
eve ic cy ee. ee eee 
Haverhill Elec. 

Hawaiian Elec. 

Houston L. & P. 
Housatonic P. S. 

Idaho Power 

Illinois Power 

Indianapolis P. & L. ...... 
Interstate Power 

Iowa Elec, L. & P. ...... 
TOUTS LS CAS a OR ra 
lowa Power & Lt. ........ 
lowa Pub. Serv. ......... 
Towa South, Util. ....<<0. 
Kansas acity a) AEs, cic. 
ICS Sp CAS 2) 
IOS a  E 
Bentucky Ut. ...0<s00s00 
Lake Superior D. P. ...... 
Lawrence Elec. 

itm S6land FAP. ..6s00sss 
Louisville G. & E. ........ 
Ce, ole © ee 
ROVERS ME Es 6 b55000:60s0.8 
Beadison “GS, HE. ..cc00ss 
Maine Pub. Serv. ........ 
Michigan G. & E 

Middle South Util. 
Minnesota P.& L. ....... 
Miss. Valley P. 3S. ....0s. 
Missouri Pub, Serv. ..... 
Missouri Util. 

Montana Power 

New England Elec. ...... 
New England G. & E. .... 
New Orleans P. S. ...... 
Newport Elec. .sc..0.e0. 
iN. ¥. State Bo G. ...... 
Niagara Mohawk Pr, .... 
Northern Ind. P. S. ...... 
Nor. States Power 
Northwestern P. S. ...... 
Ohio Edison 

Oklahoma G. & E. ....... 
CO ee SY 
Paane G & BE. ........0 
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Aver. 
Incr. ’ Approz. 
7/24/57 Divi- Recent In Sh. Price- Div. Common 
‘ Price  dend Share % In- Earns. Earn. Pay- Stock 
(Continued) About Rate Earnings crease 1951-56 Ratio out Equity 


GE ae a ee 29 2.15Ap 8 13.5 
Penn Power & Lt. ........ 44 3.31My 1 13.3 
ea MICO. v sins saces'ea'ss 2.47Je 15.0 
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Averages 


Foreign Companies 

Amer. & Foreign Pr. ..... 16 $1.00 
Brazilian Trac, ........... .75n 
British Columbia Pr. ..... 1.20 
Gatineau Power 1.40 
Mexican €-P) ...<sceee — 
Quebec Power 1.20 60 
Shawinigan Wtr. & Pr. ... 1.80 42 


A—American Stock Exchange. B—Boston Exchange. O—Over-counter or out-of-town exchange. S— 
New York Stock Exchange, Ja—January; F—February; Ma—March; Ap—April; My—May; Je—June; 
Jy—July; Au—August; Se—September; Oc—October; N—November; De—December. *Based on aver- 
age number of shares. **Calendar year 1955. a—Estimated annual rate. The “A” stock received stock divi- 
dends. b—Also 3 per cent stock dividend December 31, 1956, which is included in the yield. c—Also 2 per 
cent stock dividend January 10, 1956. f—Also 5 per cent stock dividend August 15, 1956. g—Cash dividends: 
of $2.50 in 1956 included 30 cents extra; 10 per cent stock dividend also paid April 30, 1956. h—Also stock 
dividend of one share for each 200 shares held September 12, 1956. i—Also 10 per cent stock dividend 
November 16, 1956. j—Also 10 per cent stock dividend August 31, 1956, k—Also 5 per cent stock divi- 
dend December 17, 1956. m—Also 2 per cent stock dividend January 10, 1956; 3-for-2 split June 15, 1956. 
n—Also 5 per cent stock dividend December 28, 1956. 
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What Others Think 


The Risks of a Regulated Industry versus Competitive Industries 


- is ironical to read on the front page of 
the morning paper in one column that 
steel prices are being increased $6 a ton 
while in another column Florida Power & 
Light Company has agreed to reduce the 
price of electricity under pressure from the 
railroad and public utilities commission, 
yet steel is a major material used in power 
plants for boilers, turbines, piping, and 
structures. Since January 1, 1946, boilers 
have gone up 182 per cent and turbines 
174 per cent. By contrast, Florida Power 
& Light Company received 6 per cent less 
per unit of electricity sold in 1956 than it 
received in 1945 and 18 per cent less than 
prewar year of 1941. 

What is the difference between the util- 
ity industry and the steel industry? The 
primary difference would seem to be that 
a utility is a natural monopoly and, there- 
fore, its prices are under governmental 
control, while steel is a competitive indus- 
try and therefore under no control. 

Another important difference is that the 
utility must plan and purchase equipment 
some four and five years ahead to meet its 
best estimates of the increased uses of 
electricity. A public utility has a high obli- 
gation to “be ready.” It cannot decide that 
it has grown large enough and does not 
wish to expand, nor can it postpone its ex- 
pansion plans due to a bad money market 
or expected recession. It must daily extend 
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lines to have electricity ready and available 
for the homes, businesses, and industries. 
Many of the customers’ requirements are 
small and do not pay incremental costs, 
while others may pop up anywhere with 
huge requirements equal to many thou- 
sands of small customers. 


i CEES cannot tell these large cus- 

tomers where they must locate in 
order that they may be served with less in- 
vestment. A utility, such as Florida Power 
& Light Company, must obligate itself to 
purchase and pay for millions of dollars 
worth of equipment three and four years 
in advance, without having the money to 
pay for it or know how or from whom it 
will be raised. It must go to the money 
markets twice a year and sell bonds or 
stocks to insurance companies, pension 
trusts, and other holders of vast savings 
to invest. 

Florida Power & Light, with a 7.1 per 
cent return on total capital in 1956, must 
compete with all industries for these sav- 
ings. No one could well argue that the 
United States Steel Corporation, with 
earnings on total capital of 11.7 per cent; 
General Motors, with 17.6 per cent; Gen- 
eral Electric, with 15.5 per cent; Standard 
Oil Company, with 14.5 per cent ; and oth- 
er similar large companies, cannot obtain 
money cheaper than Florida Power & 
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Light Company. Yet, one cannot help but 
wonder why a company that has to buy so 
much of its equipment and materials from 
these more prosperous industries, whose 
prices have more than doubled since the 
war, has so much difficulty in merely hold- 
ing on to a price level, which is still less 
than prewar. 

Why is it that, in the face of growing 
inflation and the risk of business slowing 
down to a point where the company may 
not need the plants under construction, it 
must be held down to such a fine technical 
margin of a return of say 64 per cent or 
7 per cent when it must compete for 
money with companies earning twice this 
rate? 


M’% people seem to think that a util- 
ity is guaranteed a certain rate of 
return. Nothing could be further from the 
fact. The history of Florida Power & Light 
and many other utilities will bear out that 
no return is guaranteed. Utilities, such as 
street railway companies, many manufac- 
tured gas companies, railroad and bus 
companies, have completely failed in busi- 
ness while many others of this type are 
struggling just to make operating ex- 
penses. Very few of such utilities now 
make anything like a “reasonable return.” 
Just try to get a rate increase during a 
recession in order to get up to a so-called 
“reasonable return.” The attitude of the 
public during the 1932 depression was 
“everything else is coming down, why 
should not electric rates come down”? Un- 
der public pressure, rates were reduced. A 
“reasonable return” then was what other 
industries were earning under depression 
conditions—why shouldn’t it work both 
ways? 

Another highly important difference be- 
tween the utility and the manufacturing 
and oil industry is that the so-called com- 
petitive industries can price their product 


to get enough money to pay for a large 
part of their expansion program. Some of 
the very largest industries with a very 
large construction program have gotten all 
of their costs of new plants and facilities 
from increased prices to the customer. For 
Florida Power & Light to do the same, it 
would have to add approximately 70 per 
cent to its prices and earn 18 per cent to 
20 per cent instead of the 7 per cent it 
would like to continue to earn, but will not 
be able to do immediately because of the 
rate cut required by the commission. 

A large part of the capital invested in 
American enterprises is in the regulated 
industries, the railroads, gas and electric 
companies, airlines, bus lines, and others. 
The public does not realize the squeeze 
that these regulated industries are now in 
and may not realize it until it is too late. 
Steel, aluminum, copper, petroleum, coal, 
labor, and, last but not least by any means, 
TAXES, make up the major cost of those 
regulated businesses. 


HE tremendous increases in the costs 
of these items versus the pressure of 
regulatory authorities, to hold rates and 
fares down, is the squeeze they are in. The 
cost of money has gone up, but not nearly 
as much as any one of the major items re- 
ferred to. It is a fair statement to say that 
during the same period, the over-all cost 
of money has gone up only approximately 
15 per cent to 25 per cent, an increase in 
the rate itself of from a minimum of 1 per 
cent to perhaps an average of 14 per cent. 
How much better off would a purchaser 
be if the cost of other items had gone up 
only 15 per cent to 25 per cent since the 
war? Yet, the regulated industries have an 
almost impossible task of getting the reg- 
ulatory authorities to recognize the small- 
est increased cost of all; namely, the 
increased cost of money. It is so simple to 
add 1 per cent or 14 per cent to the former 
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6 per cent or 64 per cent return, considered 
ample in prior years by regulatory author- 
ities, and come up with today’s approxi- 
mate cost of money. 

No one can say exactly what the present 
cost is or will be, inasmuch as the demand 
for new money seems to be greater than 
the supply. Because of growing inflation, 
the changing cost of money, and the huge 
obligations a utility incurs in advance, it 
is necessary to raise money somewhat 
more in advance than it used to be. There- 
fore, it seems most prudent to have an 
ample supply of working capital so as not 
to be caught with short-term loans or be 
forced to finance if the money market is 
bad. 

Regulatory commissions in the past have 
not recognized the need of much working 
capital and have eliminated a large part 
of it in determining a so-called rate base. 
Inasmuch as the working capital comes 
from securities sold, a utility is obligated 
to pay the cost of money represented by 
the security sold and cannot reduce its 
bond interest by the amount the regulatory 
authorities reduce working capital. 

There are other hairsplitting techni- 


cal applications to a regulated industry’s 
balance sheet which deprive it of earnings 
on its total capital. 

All of these things add up and seem to 
make the risk of a public utility greater 
than that of a steel company and particu- 
larly the petroleum industry, whose supply 
is regulated and balanced by the Texas 
commission, so that there will not be an 
oversupply of oil products in this country 
which would result in lower prices of pe- 
troleum products. 

In the early court decisions to determine 
the rate of return of utilities, the court laid 
down the principle that a utility was en- 
titled to earn a rate of return similar to 
that being earned by other industries hav- 
ing similar risks. That principle today, in 
its application to present rates of return 
throughout the country, has been dis- 
counted at least 50 per cent when practi- 
cally all industries of similar and even less 
risks are earning more than twice that of 
regulated industries. 

—McGrecor SMITH, 
Chairman of the board, Florida 
Power & Light Company. 





Liberalized Depreciation 


a growing use of the tax deferral 
accounting procedure in utility regu- 
lation drew sharp criticism recently in an 
address presented before the Midwest 
Association of Railroad Commissioners 
meeting in Kansas City. The speaker was 
Asel R. Colbert, chief of the accounts and 
finance department of the Wisconsin Pub- 
lic Service Commission. 

According to Colbert, the Federal 
Power Commission and a number of state 
commissions have misinterpreted or mis- 
understood the intent of Congress in deal- 
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ing with liberalized depreciation, covered 
in § 167 of the 1954 Internal Revenue 
Code, and the provisions of § 168 covering 
the 5-year amortization of defense facili- 
ties. In the recent Amere case (1956) 13 
PUR3d 339, the FPC stated it could find 
no legal difference between the problems 
presented by the two sections and held that 
the commission’s treatment of the 5-year 
amortization is completely controlling in 
the matter of liberalized depreciation. “If 
the commission adheres to this view,” said 
Colbert, “it means that in its regulation of 
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licensees, utilities, and natural gas com- 
panies that (1) operating expenses al- 
lowed in rate cases will include an amount 
for supposititious deferred taxes and (2) 
the accumulated amount of such charges 
would not be deducted in determining the 
rate base.” 

Colbert said at least 25 state commis- 
sions have, through formal orders or 
otherwise, permitted accounting for tax 
deferrals in connection with liberalized de- 
preciation. Seven of these have authorized 
restricted surplus, fourteen a tax reserve, 
and four permitted either restricted sur- 
plus or a reserve for tax deferrals. The 
majority of these orders, said Colbert, ex- 
pressly exclude consideration of procedure 
to be followed in rate cases. In this re- 
spect, at least three commissions have held 
that the tax savings from liberalized de- 
preciation should flow through to the con- 
sumer, and one of these canceled its prior 
order permitting normalization of taxes 
through restricted surplus. 


i i~ legislative background of § 167 of 
the 1954 code, Colbert stated, indi- 
cates that Congress had a different pur- 
pose in mind than that assumed by the 
FPC. 


Liberalized Depreciation 


Section 167 provides that in computing 
federal income tax liability, there should 
be allowed as a depreciation deduction a 
reasonable allowance for exhaustion, wear 
and tear, and obsolescence of property 
used in the trade or business. The same 
general rule for a “reasonable allowance” 
for depreciation had been included in prior 
Internal Revenue acts, but there was no 
definition of the term and no specific meth- 
ods were mentioned. This situation had 
given rise to considerable controversy be- 
tween taxpayers and the Internal Revenue 


Service. Accordingly, Colbert explained : 


. . . the 1954 revision was designed to 
make it clear that certain specified meth- 
ods were appropriate for use in deter- 
mining a “reasonable allowance”’ for de- 
preciation. This was done by providing 
specifically that the term “reasonable 
allowance” should include depreciation 
computed by: 


1. The straight-line method, 

2. The declining-balance method, as 
defined, 

3. The sum - of - the - years - digits 
method, 

4. Any other consistent method, as 
further explained in the code. 


This lifted the burden of proof of 
reasonableness from the taxpayer in the 
event he chose to use the declining-bal- 
ance or sum-of-the-years-digits method 
in computing the depreciation allow- 
ance. 

Thus, all that the 1954 code did with 
respect to depreciation was to clarify the 
prior law in an endeavor to make it 
more practical and to liberalize to some 
extent the allowances for depreciation. 
No other purpose, stated or implied, can 
be found in the 1954 code. 


Regen pointed out that there is no ref- 
erence in § 167 to “deferred tax 
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liabilities,” “reserve for deferred taxes,” 
“interest free loans to utilities,” “re- 
stricted surplus,” or any of the other terms 
used in connection with liberalized depre- 
ciation. 

What Congress had been dealing with, 
he insisted, “was depreciation and it 
made this crystal clear in the code itself 
and in the record of the hearings on the 
1954 Revenue Act and the committee re- 
ports on the bill.” 

Colbert then went on to explain: 


Representatives of American industry 
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pleaded at committee hearings that 
more depreciation should be allowed. 
Straight-line depreciation was declared 
to be inadequate. More depreciation in 
the early years of life of property was 
claimed to be needed and to be in accord 
with the economic facts regarding de- 
preciation of property. The existing tax 
depreciation system was said to be the 
worst of any important industrial coun- 
try in the world. 

Congress received the request of busi- 
ness favorably and liberalized the de- 
preciation provisions of the tax code. 
Committee reports on the tax bill show 
that this action was based on what Con- 
gress considered to be sound deprecia- 
tion principles conforming with the 
facts proven by the experience of busi- 
ness that property, in many instances, 
depreciates more rapidly and suffers its 
greatest loss in economic value in the 
early years of life. 


eee then continued with the fol- 
lowing comment: 


Further, the liberalization of the rea- 
sonable depreciation allowance applied 
to the life of property as well as to the 
method of depreciation accounting. A 
service life used in determining a rea- 
sonable allowance for the deduction of 
depreciation for income tax purposes, 
which is shorter than that used in the 
accounts, results in a liberalized depre- 
ciation allowance just as effectively as 
the use of the declining-balance or the 
sum-of-the-years-digits methods. And, 
in this respect, it may be observed 
that utilities have for years had the ben- 
efits of liberalized depreciation, as the 
amounts claimed and allowed in tax re- 
turns has very frequently been consid- 
erably in excess of depreciation per 
books. 
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Finally, the House committee stated 
clearly that the liberalized depreciation 
provisions were for the purpose of de- 
termining what was a reasonable allow- 
ance under the statute. 

The Senate Finance Committee ap- 
proved the provisions for liberalizing 
depreciation allowances, adding the 
sum-of-the-years-digits method as one 
of the methods qualifying for use in 
determining a reasonable allowance for 
depreciation. 

It is clear from the foregoing that the 
only justification for the liberalized de- 
preciation provisions of § 167 was to 
assure that claims made for deprecia- 
tion under the designated methods 
would constitute a “reasonable allow- 
ance for the exhaustion, wear and tear 
(including a reasonable allowance for 
obsolescence) .” 

Congress knew that more rapid re- 
covery of investment for tax purposes 
would generate cash from operations 
which would be available for capital 
purposes. Indeed, the financing of prop- 
erty additions and replacements with 
funds retained in the business through 
depreciation accruals is a normal every- 
day business transaction. Congress sim- 
ply thought it would be stimulating to 
the national economy if these funds gen- 
erated by depreciation provisions were 
made available at a faster rate, more in 
line with the facts as to the actual oc- 
currence of depreciation and, accord- 
ingly, authorized a liberalization of the 
depreciation provisions in § 167. 


; intent of Congress in enacting § 
167, said Colbert, found its clearest 
expression in the decision of the superior 
court of Pennsylvania in the Manufactur- 
ers Light & Heat Company case decided 
December 28, 1956, 17 PUR3d 249, in 
which the court said: 
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... The 1954 code did not prescribe ac- 
celerated depreciation as a new method 
in addition to those previously in effect, 
but rather retained the basic provision 
that a “reasonable allowance” could be 
deducted, and specifically defined it to 
include the accelerated methods in a 
less restricted form. The 1954 code sim- 
ply clarified the prior law, made it more 
practical in administration, and liberal- 
ized the prior accelerated methods to 
some degree. There is no other specific 
purpose or object expressed or implied 
in the code itself. . . . 


Colbert’s thesis is that the tax deferral 
accounting procedure is technically wrong 
and is not consistent with the public inter- 
est. 

He especially emphasized, in his dis- 
cussion, the error if the accumulated tax 
reserve should not be deducted in comput- 
ing the rate base and to point out the 
serious consequence that may evolve there- 
from. 


i’ accordance with the provisions of 
§ 167, many utilities have been for 
years, and now are, receiving allowances 
for depreciation for federal income tax 
purposes larger than the amounts recorded 
in their accounts. But no liability for de- 
ferred taxes has been set up. Considering 
that their accounts have for years been 
subjected to scrutiny by regulatory agen- 
cies and been audited by governmental and 
public accountants, Colbert thinks that if 
any deferred tax liability existed it most 
certainly would have been brought to 
light. 

The fact is, however, no liability for 
future taxes existed. 

“Accordingly,” he said, “since the use 
of liberalized depreciation does not give 
rise to an actual liability for future taxes, 
it would be a padding of expenses to make 


charges to operating expenses for a ficti- 
tious liability.” 

Commenting on the argument that, ir- 
respective of whether any actual liability 
for future taxes exists, although liberal- 
ized depreciation allowances reduce pres- 
ent income taxes, future taxes will be 
correspondingly increased and, therefore, 
income tax expense should be normalized 
through reserve accruals, he stated : 


The fact is, however, that when lib- 
eralized depreciation methods, such as 
the declining-balance method or sum- 
of-the-years-digits method, are applied 
to a continuing plant comprised of a 
large number of units (which is charac- 
teristic of utility plant), the annual de- 
preciation charges under the liberalized 
methods will be higher than under the 
straight-line method if the plant con- 
tinues to grow; and, even if the plant 
should become static after having at- 
tained a stable age distribution, the an- 
nual charges under the liberalized meth- 
ods would not be less than under the 
straight-line method. 

In these circumstances, no deferred 
tax liability is incurred through use of 
liberalized depreciation but instead an 
actual reduction in taxes payable is ob- 
tained. 

This reduction in taxes is not offset 
by later increases and, accordingly, 
there is nothing to normalize. 

This condition applies particularly to 
utility properties which are comprised 
of a large number of units some of 
which are retired in the early years of 
life with others living substantially 
longer than the average. . . 


a — who accept the tax deferral 

view, even with respect to a single 
unit or the additions of a single year, are 
confusing a liability with a decrease in the 
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value of assets,” Colbert continued. “The 
fact that the cost of property is deductible 
for income tax purposes through charges 
for depreciation is a valuable right or 
privilege associated with the ownership of 
the property. As the depreciation of prop- 
erty is taken as a deduction for income tax 
purposes, the amount of depreciation re- 
maining to be deducted is decreased and a 
part of the value inherent in the property 
is reduced. This using up of the deprecia- 
tion allowance inherent in the property 
should be accompanied by a decrease in 
the asset, or what is the same in net effect, 
an increase in the depreciation applicable 
thereto. 


—_° valid support can be found for 
the premise that the using up of 
the value of property gives rise to a future 
tax liability. It is merely a matter of prop- 
erly and adequately recording the depre- 
ciation thereon.” 

Colbert gave a striking illustration of 
the difference in accumulated depreciation 
under the sum-of-the-years-digits method 
and under the straight-line method. Tak- 
ing data for a characteristic property and 
using the digits method, the depreciation 
reserve would build up to nearly 64 per 
cent of plant and the straight-line reserve 
to about 43 per cent, a difference equal to 
about 21 per cent of plant. This difference 
would exist with respect to a plant with 
no growth and a stabilized age distribu- 
tion. Colbert said : 


Somewhat different comparisons will 
be indicated by different lives and life 
tables. For example, for a 33.3-year life 
table . . . the depreciation reserve under 
the digits method exceeds the straight- 
line reserve by an amount equal to 22.7 
per cent of plant. This life and mortali- 
ty dispersion is generally characteristic 
of substantial amounts of utility plant. 
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Ww" is the effect on capitalization of 
a utility which had accumulated ad- 
ditional tax depreciation equal to 22.7 per 
cent of its plant? The tax savings on this 
additional depreciation at 52 per cent 
would be 11.8 per cent of undepreciated 
plant cost. If this were segregated in a tax 
reserve, Colbert explained, it would ag- 
gregate about 21.4 per cent of the depre- 
ciated plant or of capitalization. 

The actual capitalization of electric util- 
ities at December 31, 1955, was 50.7 per 
cent debt, 12.3 per cent preferred stock, 
28.7 per cent paid-in common capital, and 
8.3 per cent earned surplus. With the same 
debt and preferred stock, the existence of 
a tax reserve of 21.4 per cent would re- 
quire that only 7.3 per cent of capital be 
obtained from common stock. 

“This means that the consumers would 
have to pay in three times as much capital 
to the utility as the common stockholders 
themselves,” said Colbert. “Further, with 
the tax reserve not being deducted from 
the rate base, the consumer would get no 
return on the capital he had contributed.” 
He added: 


The common stockholder would, of 
course, get fantastically high returns on 
the capital he supplied. Earnings of 10 
per cent on the total common capital of 
37 per cent . . . would yield over 50 
per cent return on the 7.3 per cent of 
capital paid in by common stockhold- 
ers. I am confident such a result was 
never intended by Congress in enacting 
§ 167. Yet it is the potential consequence 
of accruing amounts for supposititious 
tax liabilities with such accruals not be- 
ing deducted from the rate base. 

I am equally confident that such pro- 
cedure will come into disrepute as fac- 
tual knowledge regarding the effect of 
such treatment of the liberalized de- 
preciation problem becomes more wide- 
spread. 






























H°” has the Wisconsin commission 
handled liberalized depreciation? In 
eight cases, said Colbert, upon application 
by the utility, the previous order of the 
commission certifying depreciation rates 
for the utility was supplemented so that 
depreciation expense recorded in the ac- 
counts could include an amount of depre- 
ciation equal to the taxes saved through 
liberalized depreciation in addition to de- 
preciation at the certified rates. Expressed 
in another way, the book depreciation ex- 
pense on the property to which the lib- 
eralized provisions of § 167 is applied, is 
based on giving 52 per cent weight to lib- 
eralized depreciation and 48 per cent 
weight to straight-line depreciation. He 
continued : 


The straight-line method has long 
been considered to conform to accepted 
accounting principles. Congress has 
said the proposed liberalized system 
“conforms to sound accounting princi- 
ples.” And accounting authorities gen- 
erally accept the liberalized methods as 
sound. Certainly, then, no valid criti- 
cism, on the basis of accounting prin- 
ciples, can be given to a procedure 
which gives weight to each method.” 

Under the Wisconsin procedure, the 
additional depreciation expense is al- 
lowed under the provisions of § 196.09 
of the Wisconsin statutes which pro- 
vide that depreciation determined by 
the commission pursuant to such sec- 
tion is allowable in a proceeding in- 
volving the service rates of a utility. 
This removes any speculation as to the 
rate-making treatment of the item. 
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At the same time, the federal income 
taxes of the utility are recorded in the 
accounts at the actual liability for pay- 
ment thereof and this amount is allow- 
able for rate purposes. The increase in 
depreciation expense and the decrease 
in taxes offset so there is no immediate 
effect on income. However, the utility, 
by being allowed the additional depre- 
ciation expense, has the benefit of the 
cash thus retained in the business. This 
cash is available for plant construction 
and thus reduces the amount of capital 
necessary to be obtained from outside 
sources, thus strengthening the posi- 
tion of the investors in the utility and 
improving its competitive position with 
ather utilities, including those owned 
by government. 


| gece said the customer benefits be- 
cause the accumulated additional de- 
preciation reduces the rate base and lessens 
the amount of return required to service 
outstanding securities. Thus, although ini- 
tially paying depreciation expense more 
rapidly, the customer in the long run re- 
ceives full credit therefor. 

In conclusion, Colbert emphasized that 
the Wisconsin method can be carried out 
simply and easily by increasing the al- 
lowance for depreciation expense in an 
amount equal to the tax savings from lib- 
eralized depreciation. He concluded that it 
permits the accounts and financial state- 
ments of utilities to conform with the facts 
regarding both depreciation and taxes; 
and, he added, it is fair both to the in- 
vestor and the consumer interest. 





“ in our still free society, the years have been full of 
‘emergency federal measures which have grown both 
permanent and vast. ‘Help’ to farmers is one notorious instance ; 
the upshot is that the farmer is no longer a freeman but a ward 


of government.” 





—EDITORIAL STATEMENT, 
The Wall Street Journal. 
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AGA Hails Court Action 


HE decision by the U. S. district 

court in San Francisco, penalizing a 
California manufacturer of water heaters 
for unauthorized use of the American Gas 
Association’s seal of approval, has been 
hailed by the AGA as a clear-cut precedent 
which will mean continued protection for 
the gas industry’s coveted “blue star” 
approval seal granted to appliances which 
meet rigid standards of performance. 

The manufacturer was fined $5,000 
and two firms, which this manufacturer 
headed, were fined $2,500 each by Fed- 
eral Judge Carter for violating a perma- 
nent injunction issued in 1953. Judge 
Carter warned that further violations will 
result in imprisonment. 

Action was instituted against the man- 
ufacturer in 1953 on grounds that he had 
used the AGA seal of approval on gas ap- 
pliances which had not been approved. 
This resulted in a permanent injunction 
being issued against the manufacturer on 
December 9, 1953. AGA subsequently 
contended the injunction was not being 


The March of 
Events 


observed and that the manufacturer 
should be cited for contempt of court. Ap- 
proximately three years of litigation en- 
sued, culminating in the $10,000 in fines. 


Assurance of Dam Power 
Share Denied 


HE House Public Works Committee 

has struck out of a Senate-passed bill 
language which would have reserved to 
South Dakota a sizable share of the 
power to be produced by the proposed Big 
Bend dam on the Missouri river. In ap- 
proving the bill, the House committee re- 
fused to go along with the proposal, on 
the ground that it violated the preference 
clause which governs the distribution of 
power from federal dams. 

The language in the Senate bill specified 
that “an equitable proportion” of the 
power from dams to be built (as de 
termined by the Secretary of Interior “or 
such portions as may be required from 
time to time to meet loads under con- 
tract”) shall be made available in the state 
in which the dams are to be constructed. 


California 


Gas Rates Raised 


OUTHERN CALIFORNIA Gas COMPANY 
raised its earlier plea for increased 
rates when it told the California commis- 
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sion it needs a boost of 34 per cent more 
than the 8 per cent originally requested 
last March 10th. If approved by the com- 
mission, the higher rate would add from 
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66 to 71 cents a month to average con- 
sumer monthly bills. 

A company spokesman told a commis- 
sion hearing panel that increases in financ- 
ing costs, together with a wage boost of 
$1,447,000 in April and an additional $2 


million in gas costs, were not included in 
the original application. 

It was also pointed out that first 
mortgage bond buyers are demanding 5.1 
per cent instead of the 44 per cent return 
anticipated. 


Florida 


Utility to Fight Rate Reduction 


Bee Gulf Power Company of Pensa- 
cola has given notice that it plans to 
fight a rate reduction proceeding filed 
against it by the Florida Public Utilities 
Commission. The utility asked the com- 
mission to dismiss the order which di- 
rected it either to reduce rates or show 
cause why the commission should not re- 
duce them. 

The utility company asked for the op- 
portunity to argue its motion orally. The 


commission has set no date immediately 
for hearing the arguments. 

The commission in June asked both 
Gulf Power and Florida Power & Light 
Company of Miami to reduce their rates. 
Florida Power & Light has proposed a 
lower rate schedule which has not yet been 
approved by the commission. Florida 
Power & Light asked to put the lower 
rates in effect by July 25th, but the com- 
mission declined in order that its rate 
specialists might have more time to study 
the over-all effects of the proposal. 


Illinois 


Rate Schedules Filed 


| pamenon of a proposed rate increase an- 
nounced by Commonwealth Edison 
Company, early last month, were made 
public on July 23rd when the utility filed 
new rate schedules with the Illinois Com- 
merce Commission. The revised schedules 
provide for increases averaging approxi- 
mately 74 per cent and aggregating about 
$2.1 million a month. Federal income 
taxes and other taxes would reduce the 
net gain to the utility to something more 
than $900,000 a month. 

The new rates affect substantially all 
classes of customers of both Common- 
wealth Edison and its Public Service 
Company division. Increases for residen- 
tial customers served by the system will 
average less than 50 cents a month. 

Willis Gale, chairman of Common- 
wealth Edison, stated that higher money 


costs and rising prices forced the utility 
to file the revised rate schedules. He said 
that “(Commonwealth Edison, in its 70- 
year history, has had only one general rate 
increase—6$ per cent in 1954. In the Pub- 
lic Service area rates were increased also 
during the inflationary period of 1918-20. 
On the other hand, there have been 26 
rate reductions in Chicago and 37 rate re- 
ductions in the Public Service area.” He 
said the increase is related to the com- 
pany’s obligation to provide the expansion 
of electric facilities needed to keep pace. 
“Despite our most vigorous efforts to 
resist inflationary pressures,” Gale stated, 
“Commonwealth Edison has found that 
the present rate structure does not produce 
sufficient revenues to maintain operations 
and preserve the healthy financial struc- 
ture necessary to support the huge con- 
struction program we must carry out.” 
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New Hampshire 


State Utility Tax Challenged 


N™ HAMPSHIRE’S supreme court, 
after hearing arguments, took under 
advisement a suit challenging the constitu- 
tionality of the state’s $500,000-a-year tax 
on electric and gas companies. Validity of 
this tax was attacked by the Public Serv- 
ice Company of New Hampshire. The 
utility contends that since a franchise has 


no value as such, it should not be taxed. 

Deputy State Attorney General Waters, 
who prepared the state’s case, argued the 
franchise is taxable as it represents all the 
intangible values of the utility. 

The utility company has paid the tax 
under protest since 1954 after its fran- 
chise tax was increased from $89,600 in 
1953 to $139,200 in 1954. 


Virginia 


Telephone Rate Increase 
Proposed 
flies Virginia State Corporation Com- 
mission has scheduled a hearing for 
October 15th-17th on an application by the 
Chesapeake & Potomac Telephone Com- 
pany of Virginia for permission to in- 
crease its rates to produce $6,541,000 in 


additional annual gross revenues to the 
company. 

Since World War II the company has 
asked for and received rate increases five 
times. The last one was in June, 1954, 
when the commission approved a rate 
boost that amounted to 63 per cent of 
what the company sought. 


West Virginia 


United Fuel Ups Rates 


_ having been authorized earlier to 
charge its West Virginia residential 
customers about $10 more a year each, 
United Fuel Gas Company has now re- 
ceived permission from the public service 
commission to boost such rates by another 
$15 annually. 

Acting on a company request for 4 
million more a year in gross revenue, the 


commission gave the utility authority to 
raise its rates by $1.5 million annually. A 
commission spokesman explained that the 
latest increase followed the line laid down 
by a recent West Virginia supreme court 
decision. The high state court held that 
the commission must take into account 
the amount United Fuel pays for gas 
piped into West Virginia from out of 
state as well as the cost of gas produced 
in West Virginia. 


Wisconsin 


Telephone Rates Approved 


HE Wisconsin Telephone Company 
has been authorized by the state com- 
mission to increase its local exchange rates 
by $4,603,000 annually and to reduce 
intrastate long-distance rates by $2,351,- 
000. 
The company said the increases in local 
rates would be put into effect immediate- 
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ly, with the reduction in long-distance 
rates to go into effect September 21st. 

Calling the commission’s order “disap- 
pointing,” a company statement declared 
that the Wisconsin commission approved 
in its entirety the utility’s request for re- 
ductions but granted only a part of the pro- 
posed increases so that the net increase in 
company revenues is “one-third less than 
we requested.” 





Progress 
of 


Regulation 











Trends and Topics 


Financial Emergencies Justifying Interim Rate Relief 


ee commissions exercise considerable discretion in passing upon financial 

emergencies claimed to justify interim rate relief. State statutes variously 
authorize emergency rates “to prevent injury to the business or to the public 
interest,” when “public interest requires,” or “for good cause shown,” etc. 
Two statutes have been noted which provide for emergency relief if the utility’s 
revenues do not afford a reasonable return and if a regular rate proceeding will 
take more than ninety days. According to the California commission, the 
absence of specific statutory authority would not preclude a commission from 
awarding emergency interim rates since the general authority to grant rate 
relief carries with it the power to give any lesser relief, including interim rates 
(78 PUR NS 491, order reversed in part on other grounds). 

The fundamental criterion of an emergency warranting interim relief, gen- 
erally speaking, would seem to be whether the utility can continue to furnish 
adequate service pending the establishment of permanent rates. More immediate 
tests, however, have been recognized, including the utility’s inability to obtain 
needed capital on reasonable terms because of low earnings, its inability to 
meet minimum obligations, and financial difficulty resulting from a sharp in- 
crease in commodity cost, wage increases, or other costs. 


Consumer Interests Safeguarded 


It has been argued that to allow a company to put increased rates into effect 
before a regular rate proceeding is completed amounts to making a guess that 
the company is right and the protestants are wrong. Rates so allowed, it was 
said, would penalize consumers. This argument may have some merit in special 
circumstances, but there are a number of ways in which consumers are protected. 

At the outset, the applicant has the burden of proof that a financial emergency 
exists which demands emergency rate relief. The evidence, as the California 
commission recently held in the Citizens Utilities Company case, must show a 
present emergency (case reviewed in Pusiic UTILITIES FoRTNIGHTLY, August 
1, 1957, page 210). Nor is the burden of proof sustained, the commission in- 
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dicated in the Southern Counties Gas Company case, until all pertinent evidence 
has been presented (18 PUR3d 338). No distinction is to be made between 
emergency rate relief and a permanent rate increase, the Indiana commission 
observed, in so far as either is related to reasonably adequate service (96 PUR 
NS 613). A paramount consideration in either case is the quality of service 
being provided under existing rates. 

In determining a temporary rate increase, the commission will take into 
account the level of rates which can reasonably be expected to be sustained as 
permanent rates. As the Pennsylvania commission has indicated, it is usually 
desirable, for the protection of the utility and consumers alike, to set temporary 
rates as close as possible to the rates that will finally be determined to be just 
and reasonable (88 PUR NS 517). 

Furthermore, interim rates are often conditioned upon an undertaking to 
refund amounts ultimately found to be excessive. 


Capital Attraction as Emergency Factor 


An emergency rate increase may be granted, the Massachusetts commission 
ruled, where such relief is necessary to enable the utility to pay dividends which 
will keep the market value of its stock at least at par and assure financial 
stability (70 PUR NS 56). The company needed new capital for necessary 
expansion. It was earning only about 4 per cent return and had been forced to 
reduce quarterly dividends. In the absence of emergency rate relief, it would 
have been handicapped in obtaining additional capital. A financial emergency 
was made out warranting emergency relief “for good cause shown.” The 
commission later found an emergency warranting immediate rate relief where 
a utility, beset by tax and wage increases, was no longer able to realize its 
authorized return (89 PUR NS 80). The company was faced with the im- 
minent necessity of refinancing short-term debt. 

The pendency of a commission investigation into the methods and practices 
of a telephone company as an incident to a regular rate proceeding was not 
adequate justification for the commission’s denial of emergency relief from 
heavy losses, the New Hampshire supreme court held (75 PUR NS 370). The 
necessity for emergency relief depends on a utility’s immediate financial need, 
it was observed, and not on its long-term methods and practices. The company 
claimed that its losses had impaired its credit to such an extent that it could no 
longer sell its stock at par, and it could not legally sell it for less. The court 
thought this situation could be regarded only as an emergency calling for 
prompt emergency relief. 

The court held in the same case that the question of a proper return for the 
company was not properly before the commission on the emergency rate re- 
quest. But the minimum emergency relief to which the company was entitled 
was a sum which would end operating losses and meet accruing interest on 
bonds. 

“Until such permanent rates can be established, stockholders must ex- 
pect to share the burden of abnormal costs without transferring the whole to 
the public under the guise of emergency relief,” the court stated. 
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PROGRESS OF REGULATION 
From Minimum Needs to Fair Return 


A utility’s need for emergency rate relief must be gauged by the question 
whether a return on a fair rate base is confiscatory or approaches a confiscatory 
level, the Michigan commission declared (79 PUR NS 445). This level is 
reached when earnings have declined to such a point that the utility cannot be 
expected to serve its customers reasonably. A gas company’s return of 2.16 
per cent was considered confiscatory in view of its need for new capital. 

The Ohio supreme court, in affirming a temporary rate increase, held that 
the commission’s inability to give prompt consideration to an application for a 
rate increase, coupled with the inadequacy of the utility’s revenues to pay in- 
terest on bonded indebtedness and dividends on preferred stock, provided a 
proper basis for declaring an emergency (99 PUR NS 12). A contention that 
the company should have anticipated its financial difficulties and sought an in- 
crease sooner was rejected as an argument against emergency relief. 

The Minnesota supreme court ruled that the commission had authority to 
fix emergency transit fares at such a level as would provide not only for fixed 
charges and operating expenses but also yield a reasonable return (79 PUR 
NS 407). The Missouri commission allowed a temporary telephone rate in- 
crease where it was convinced that “not even approximately a fair return” 
was being earned (77 PUR NS 431). 

A multiple service company was denied interim water rate relief by the Cali- 
fornia commission in the face of contentions of confiscation and need for im- 
mediate relief in order to secure new capital (Citizens Utilities Company case, 
above). The commission found that the company’s over-all operations returned 
5.8 per cent during the previous year and that its water department earned 4.8 
per cent. No present financial emergency was indicated. In other California 
cases it has been held that an interim rate increase is allowable only when mini- 
mum financial obligations cannot be met prior to the establishment of permanent 
rates. 

The Wisconsin commission granted a transit company a temporary rate in- 
crease on a showing that its operating ratio was 97.6 per cent and that it had 
failed by a wide margin to meet its preferred stock dividend (4 PUR3d 122). 
In an earlier proceeding before this commission, a gas company which was 
earning a 4.1 per cent return failed to get interim relief since it made no show- 
ing that its service would be jeopardized by the continuation of existing rates 
(66 PUR NS 113). The commission also refused an emergency increase for 
a gas company which was earning a 2.7 per cent return (71 PUR NS 26). 
After further hearings, however, it was determined that the low return in fact 
impaired the company’s finances and a temporary increase was authorized. 

A telephone company earning a return of 4 per cent was denied interim rate 
relief by the Indiana commission (96 PUR NS 613). Noting that it had set 
the company’s application for hearing within a reasonable time, the commission 
ruled that the circumstances indicated no emergency. The Oregon commission 
found no emergency in the case of a railroad which enjoyed compensatory rates 
(38 PUR NS 444). 
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Increased Costs Create Emergency 


Commissions have recognized sharp rises in commodity cost or other cost 
increases as necessitating emergency rate relief (2 PUR3d 65; 77 PUR NS 
105; 76 PUR NS 31). The New York commission indicated that interim rate 
relief should be granted as quickly as possible where a transit company, 
threatened with a strike, has entered into a contract for immediate wage in- 
creases payable as soon as a rate increase can be obtained (76 PUR NS 251). 
Similarly, the California commission said rate increases should be authorized 
on the basis of wage increases granted, though not for wages merely offered 


but not effective (78 PUR NS 491). 





Review of Current Cases 


Uniformity Required for Intrastate Toll Rates 
And Provision Made for Coin-box Refund 


N two companion cases, the Tennessee 
commission authorized the Inter 
Mountain Telephone Company and the 
Southern Continental Telephone Company 
to increase intrastate toll rates to cor- 
respond with rates being charged by the 
Southern Bell Telephone & Telegraph 
Company. 

Both utility companies own intrastate 
toll lines between points on their systems 
in Tennessee. These points connect with 
toll lines owned by Southern Bell Tele- 
phone & Telegraph Company at various 
points on its system for intrastate toll serv- 
ice to other points within the state. A large 
percentage of their intrastate toll business 
is over the lines of Southern Bell. 

The commission noted that it has been 
its policy for many years to maintain uni- 
formity of intrastate toll rates within the 
state between all points and between all 
telephone companies. Since Southern Bell 
operates and maintains approximately 90 
per cent of the intrastate toll lines within 
the state, its toll rates generally establish 
a pattern throughout the state. The com- 
mission said that discrimination contrary 
to state law would exist if a different basis 
of intrastate toll rates were effective be- 
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tween the Southern Bell system and a con- 
necting telephone system. 

The supreme court of Tennessee on 
May 3, 1957, allowed Southern Bell to 
place into effect, subject to refund and 
secured by bond, increased rates including 
intrastate toll rates. These rates have been 
placed in effect. Consequently, the peti- 
tioning companies filed similar rates for 
toll service and requested that they be 
made effective concurrently with the rates 
of Southern Bell subject to refund and 
secured by bond. 

The commission concluded that if the 
petitioning companies had one set of intra- 
state toll rates and Southern Bell had an- 
other, it would result in discrimination and 
present a very difficult accounting problem 
and would be inequitable. Consequently, 
it approved the proposed rate increase in 
conformity with its policy that intrastate 
toll rates should be uniform. 


Refund Provisions 


The rate increases were made subject 
to the companies’ giving a surety bond 
conditioned to refund to their subscribers 
any increase in intrastate toll rates charged 
unless the same correspond to the rates 





PROGRESS OF REGULATION 


finally approved by the court in the South- 
ern Bell case. If a refund should be 
ordered, the companies would be required 
to refund the full amount of any increase 
to the subscribers paying the same, and 
they should not be authorized to deduct 
any sum for accounting or other charges. 
The commission also specified the type 
of notice to be posted at its coin stations, 
advising persons making long-distance 
calls between points in Tennessee from 
coin telephones to make and retain a 
memorandum record of such calls to be 
subsequently presented to the company as 
a basis of a claim for a refund in the event 
that any such refund shall become due. 


The memorandum should show the 
date, approximate hour, and amount de- 
posited for such call, the city and tele- 
phone number from which the call was 
placed, the city and telephone number or 
person to whom the call was placed, and 
the name and address of the party mak- 
ing such a call. 

The commission advised, however, that 
this was a temporary order subject to such 
further orders as might be necessary upon 
the final order of the supreme court in the 
Southern Bell case. Re Inter Mountain 
Teleph. Co. Docket No. U-3996, May 17, 
1957; Re Southern Continental Teleph. 
Co. Docket No. U-3997, May 17, 1957. 


“Little Inch” Conversion Sustained against Charges of 
Unfair Competition and National Policy Violation 


| eager remand by the court of ap- 


peals (13 PUR3d 145), the Federal 
Power Commission has again decided the 
case of the Little Inch pipeline retirement. 
In its initial decision, the commission au- 
thorized Texas Eastern Transmssion Cor- 
poration to abandon that portion of the 
Little Inch extending from Baytown, 
Texas, to Moundsville, West Virginia, 
under § 7(b) of the Natural Gas Act, and 
to construct replacement facilities under 
§ 7(e). The company intended to convert 
the pipeline to the transportation of 
petroleum products. 

Upon appeal by the city of Pittsburgh 
and barge carriers, the case was reversed 
and remanded on an issue of future ex- 
pansion needs and on the ground that the 
commission, which granted the authority 
on considerations of gas operations alone, 
should have considered evidence concern- 
ing the effect of the conversion on 
petroleum carriers, national antitrust 
policy, and national defense. 

In “Part A” of this proceeding (15 
PUR3d 224), the commission in effect re- 


affirmed its original decision on the issues 
considered, but the questions of competi- 
tion and national policy were reserved for 
consideration in this opinion, “Part B.” 
The commission has now determined in 
favor of Texas Eastern on all points. 
Abandonment of the Little Inch is now 
authorized, along with the maximum sub- 
stitute gas facilities proposed by the com- 
pany, and the company is free to convert 
the Little Inch to petroleum transporta- 
tion. 

At the outset, the commission noted that 
neither the conversion of the Little Inch 
to the transportation of petroleum prod- 
ucts nor the operation of the line as a 
petroleum carrier is subject to its jurisdic- 
tion. But the commission does have juris- 
diction over abandonment of natural gas 
facilities, and the court held that the 
harmful effects of the commission’s au- 
thorizations alleged to result to the barge 
operators should be considered, as bearing 
on the public convenience and necessity, 
before the requested authority may be 
granted. 
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No Injurious Competition 


While protesting barge carriers might 
feel a competitive rub at the outset of the 
Little Inch’s petroleum operations, the 
record showed that virtually no economic 
injury would be sustained by them as a 
result of the conversion of the pipeline. 
There was more than enough potential 
traffic for both the barge operators and 
the Little Inch. Consumption in Texas 
Eastern’s 11-state area had doubled in the 
last decade and a continuing increase was 
indicated—enough in a single year to make 
the Little Inch a feasible and profitable 
venture. It is to be noted, moreover, that 
an appreciable part of the pipeline’s capac- 
ity would be used in transporting liquid 
petroleum gases which are not carried by 
barge. 

The commission observed that even if 
the barge operators would suffer the con- 
siderable harm they feared, the public 
convenience and necessity would still re- 
quire the authorizations Texas Eastern 
sought, in view of the many public benefits 
which would flow from the conversion. 
“What the barge operators are seeking, 
in effect,” said the commission, “is pro- 
tection from lawful competition.” 


Unfair Competition Charged 


The barge operators conceded that it is 
not improper for a natural gas pipeline 
company to go into the petroleum pipeline 
business and that no authorization from 
the commission is necessary for that pur- 
pose. They charged, however, that the 
Little Inch, if converted, would enjoy 
special advantages of its association with 
Texas Eastern’s natural gas business and 
that these special advantages, issuing from 
what was termed “its governmental- 
sheltered position,” would give rise to un- 
fair competition with the barge operators. 
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In the first place, the commission ob- 
served that competitive injury, if any, 
would be only temporary. They apparent- 
ly complained of unfair competition 
though they would not, as a practical mat- 
ter, be injured. Furthermore, any ad- 
vantages enjoyed by Little Inch as a result 
of its association with Texas Eastern’s 
gas business would redound to the benefit 
of the customers the company serves. The 
commission noted, moreover, that there 
was no unfairness involved in the circum- 
stances of Texas FEastern’s financial 
strength and prestige resulting in an abil- 
ity to finance which an independent com- 
pany might not have. Again, the public 
would benefit from any such advantage. 


Antitrust Laws and National Defense 


Nor would the conversion violate the 
antitrust statutes. On the contrary, the 
commission held that the project would 
foster competition and promote the policy 
of the antitrust laws. Besides, the public 
benefits from the conversion would out- 
weigh any detriment that the narrow in- 
terests of the barge operators might sus- 
tain. 

According to the evidence, the capacity 
of the Little Inch amounts to only 10 per 
cent of the estimated 2 million barrels of 
petroleum products that will be consumed 
in the company’s 11-state area this year. 
This small percentage would hardly ap- 
proach a monopoly, particularly consider- 
ing the absence of an intent to monopolize. 

The commission found that the conver- 
sion would be consistent with the national 
defense. This view was supported by 
statements from the Department of the 
Interior and the Office of Defense Mobili- 
zation. Re Texas Eastern Transmission 
Corp. et al. Opinion No. 303, Docket 
Nos. G-2503, G-9784-G-9787, June 21, 
1957. 
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Rocky Reach Power Project Licensed without 
Reimbursement to Upstream Development 


HE Federal Power Commission has 

again granted a license, under the Fed- 
eral Power Act, for the Rocky Reach hy- 
droelectric project on the Columbia river, 
after remand of the cause by the court of 
appeals. The court held that the inter- 
vener for the upstream Wells project, for 
which a permit had been issued, should 
have been afforded a hearing on substan- 
tive questions which were raised (18 
PUR3d 256). On the basis of a “joint 
statement”’ filed by the intervener, the com- 
mission had understood that it did not de- 
sire a hearing. 

In the first proceeding, the commission 
could not determine whether the Wells de- 
velopment would be economically feasible 
without reimbursement for the estimated 
decrease in potential power output due to 
overlap of the Wells tailwater by the 
Rocky Reach pool. The commission, con- 
sequently, conditioned the Rocky Reach 
license to require limited reimbursement. 
The intervener for Wells sought greater 
compensation and appealed. In the instant 
proceeding the commission took up that 
issue. 


Reimbursement Not Required 


The intervener did not contend that it 
had any property or vested rights which 
would be affected by Rocky Reach. It con- 
tended merely that the public interest in 


the Wells stretch of the Columbia river 
should be protected. This should be ac- 
complished, it was said, by conditioning 
the Rocky Reach project to require reim- 
bursement to the future owners of Wells 
for any loss of power head occasioned by 
the Rocky Reach pool. 

However, at the authorized elevation of 
the Rocky Reach pool, the commission 
concluded on all the evidence that the 
Wells project would not be rendered un- 
economic by the downstream development. 
The public interest therefore did not re- 
quire the condition contended for, and the 
Rocky Reach license was issued without 
the reimbursement condition. 


Intermediate Decision Procedure 


.The commission held that the instant 
proceeding, on remand due to the pro- 
cedural defect, was still part of the deter- 
mination of an application for an initial 
license and that the intermediate decision 
procedure could therefore be omitted un- 
der the Administrative Procedure Act. In 
order to expedite its decision on the Rocky 
Reach license and avoid delaying construc- 
tion on the project, the commission de- 
nied the intervener’s motion opposing 
omission of the intermediate decision pro- 
cedure. Re Public Utility Dist. No. 1 of 
Chelan County, Wash. Opinion No. 304, 
Project No. 2145, July 11, 1957. 


Panhandle’s Canadian Export Authorization Upheld on 
Review Brought by Wholesale Customer 


poe court of appeals has upheld a Fed- 
eral Power Commission order (14 
PUR3d 112) which authorized Panhandle 
Eastern Pipe Line Company to export a 
maximum of 15.5 million Mcf of natural 
gas per year to Union Gas Company of 


Canada 6n an interruptible basis. Since 
the gas to be exported is off-peak gas in- 
terruptible on days of peak demand, it will 
in no way reduce the amount of gas avail- 
able to meet the pipeline’s firm customers. 

The proceeding resulted from the filing 
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of applications by Panhandle for authority 
to expand its system and for allocation of 
the resulting increased volumes of gas 
among its customers. Michigan Con- 
solidated Gas Company was not included 
among the customers with which Pan- 
handle entered into agreements for in- 
creased deliveries. It brought the instant 
review proceeding to have the export au- 
thorization set aside. 


Service Impairment Claimed 


Michigan Consolidated argued that the 
commission exceeded its authority under 
§ 3 of the Natural Gas Act in authorizing 
the export, because the gas is needed in 
this country and will impair Panhandle’s 
ability to render adequate service to local 
customers. On the basis of Panhandle’s 
original expansion program, later re- 
duced, Michigan Consolidated contended 
that local customers’ requirements for gas 
on peak days were greater than the avail- 
able supply. 

The court pointed out, however, that the 
requirements were for peak-day gas 
whereas the gas to be exported is nonpeak 
interruptible gas which will be of no use 
to local customers. Furthermore, it is for 
the commission to determine what con- 
stitutes impairment of ability to render 
adequate service. 


Storage Plan Proposed 


Michigan Consolidated urged as an al- 
ternate plan that Panhandle’s Howell field 
in Michigan should be developed for stor- 
age of interruptible gas for delivery to 
firm customers on peak days. But no cus- 
tomer demand had been voiced for this 
gas. The commission found, moreover, 
that evidence in respect to the availability 
of the field as a gas storage field was lack- 
ing. On this point, Michigan Consolidated 
urged that the commission was under an 
obligation to secure this evidence and 
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could have done so by requiring Pan- 
handle to show cause why it should not 
develop the Howell field instead of export- 
ing gas to Canada. 

The most that can be said for this argu- 
ment, said the court, is that it is novel. The 
court continued: “In view of the lack of 
power of the commission to require a 
natural gas company to enlarge its trans- 
portation facilities, the authority of the 
commission to order the development of 
such a project is more than doubtful. How- 
ever this may be, the burden of ascertain- 
ing the feasibility of an alternative pro- 
posal offered by an opposing party before 
the commission is certainly not upon the 
commission.” 


Local Preference Policy Recognized 


It was objected that the commission 
failed to observe its prior policy of con- 
ditioning export authorizations to provide 
for preferential service to United States 
customers. The court ruled, however, that 
this policy had in fact been observed. The 
order provided that the authorization 
could be modified or terminated upon fur- 
ther order of the commission and that the 
authorization should not extend beyond 
the terminating date of the presidential 
permit relating to this exportation of gas. 


Customer Right to Purchase Denied 


It was insisted that export of gas should 
not have been authorized because Michi- 
gan Consolidated desired the interruptible 
gas for itself. Panhandle, it was said, 
should have been required to offer 100,- 
000 Mcf per day to this customer. Essen- 
tially, Michigan Consolidated’s position 
was that under § 3 it was not consistent 
with the public interest for the commis- 
sion to authorize the export since such 
action would prevent Michigan Con- 
solidated from exercising its alleged right 
to purchase this gas. 
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The commission had found that this 
customer failed to demonstrate that it had 
adequate and satisfactory markets for the 
gas. The commission concluded that it 
could not, on the record, authorize the sale 
of the gas to Michigan Consolidated. Nor 
did the fact that this company desired the 
gas render the export inconsistent with 
the public interest. 


The court found that the commission’s 
findings were supported by substantial evi- 
dence and that its conclusions were clearly 
within its special competence. So long as 
there is warrant in the record for the 
judgment of the expert body, said the 
court, it must stand. Michigan Consol. 
Gas Co. v. Federal Power Commission, 
No. 12,069, July 16, 1957. 


Water Service Restricted to Housing Development 
Is Not a Public Utility 


HETHER or not a water utility has in 

fact held itself out as willing indis- 
criminately to serve all members of the 
public reasonably within the reach of its 
facilities, said the Connecticut commis- 
sion, is a determinative factor as to wheth- 
er or not the system constitutes a public 
utility. 

Applying this test, the commission 
ruled that a water system owned and 
operated by a housing development was 
not a public utility and was not therefore 
subject to commission jurisdiction. 

The development company had been 
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serving a restricted group of customers in 
a real estate subdivision, retaining the 
right of selection. The water system was 
established for the purpose of facilitating 
the development and sale of building lots 
and not for “general domestic use.”’ In or- 
der to warrant a finding that a water serv- 
ice is a public utility, the commission stat- 
ed, there must be a holding out to serve 
the public generally for an indefinite pe- 
riod of time at uniform rates. Customers 
of Marjorie Manor, Incorporated v. Mar- 
jorie Manor, Incorporated, Docket No. 
9402, July 11, 1957. 


Commission Employs Original Cost for Rate Base and 
Depreciation Determinations 


HE Missouri commission did not de- 

part from past precedent in passing 
upon the propriety of a requested water 
company rate increase. The following 
formula was considered to include the best 
measure of value for rate-making pur- 
poses: original cost less depreciation plus 
materials and supplies times rate of return 
equals net operating earnings. 

The product of the formula, 7.¢., net op- 
erating earnings, is controlled by the 
amount determined to be proper for the 
rate base (original cost less depreciation) 
and the rate of return, commented the 
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commission. Consequently, the objectives 
of a particular rate case are met by ad- 
justing any one or both of the factors of 
the formula. The commission was of the 
opinion that the most satisfactory ap- 
proach to obtaining that objective is to ad- 
just the second factor (rate of return) 
and hold the rate base to an amount repre- 
senting actual and known amounts of in- 
vestment. 


Normalization of Revenues and Expenses 


The use of a rate base reflecting prop- 
erty at a specific time requires a statement 
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of revenues and expenses on a going level 
as of that time, the commission continued. 
This can be accomplished by normalizing 
revenues and expenses to reflect what they 
would be if all the customers being served 
at the end of the period had been served 
throughout the test year. In this manner, 
revenues and expenses will be entirely con- 
sistent with the property involved. 

However, normalization of revenues 
and expenses does not require or warrant 
increasing the depreciation reserve by an 
amount which would have been in the re- 
serve if the depreciable plant as it existed 
at the end of the period had been in service 
for the entire year. To do otherwise would 
distort the picture of a year’s operations 
based on property as it existed at the end 
of the year, and on the number of cus- 
tomers who were actually being served on 
that date. 


Depreciation Expense Basis 


The company contended that deprecia- 
tion expense should be calculated on the 
basis of the present fair value of the prop- 
erty rather than its value at the time it 
was put in public service; 7.e., original cost. 
Its theory was that it should be allowed to 
recoup a sufficient amount through charges 
to depreciation expense to replace the 
property when useful life is ended. 

The commission, however, did not agree 
that this was the purpose. Rather, the pur- 
pose of depreciation accounting is to pro- 
vide a means by which the utility can re- 
cover investments in a particular piece of 
property over its life by periodic charges 
to operdting expenses. In the commis- 
sion’s opinion, the accrual rates established 
would adequately accomplish the purpose 
and the proper application to the original 
cost of the property was a sound basis for 
determining the amount of depreciation 
expense which would be incurred during 
a reasonable period in the future. 
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Dues and Donations 


The company sought to have dues and 
donations considered as operating ex- 
pense. There can be no doubt, said the 
commission, that the company is anxious 
to establish good will and should be per- 
mitted to do so. The commission’s pri- 
mary obligation, however, is to the rate- 
payers and the utilities regulated rather 
than to the communities concerned. Util- 
ity rates are at their present level because 
they have to provide for much more (prin- 
cipally taxes) than the bare cost of fur- 
nishing the service. The commission did 
not want to aggravate the condition. 

Most utilities, said the commission, en- 
joy some benefits by reason of the fact that 
they are monopolistic in character, and 
consequently should be better able to ward 
off pressure on them for donations than 
can highly competitive enterprises. The 
benefits to be derived from making con- 
tributions to worthy causes redound pri- 
marily to the stockholder rather than to 
the ratepayer. 


Miscellaneous Considerations 


A return of 6 per cent on the depreci- 
ated original cost rate base was considered 
reasonable. Rate case expense was to be 
amortized over a 3-year period. Customer 
donations and contributions in aid of con- 
struction were excluded from the rate base, 
while income tax applicable to lapsed cus- 
tomer advances was included. 

No allowance was made for cash work- 
ing capital since funds were available from 
tax accruals. The commission considered 
it not only proper but necessary to take 
into consideration known increased pen- 
sion costs, wage costs, and property tax 
costs for the next year, commenting that 
consideration of the known future in- 
creases would make future rates more real- 
istic. Re St. Louis County Water Co. Case 
No. 13,255, June 28, 1957. 

















and 
ex- 
the 
ous 
er- 
pri- 
ate- 
her 
til- 
use 
rin- 
‘ur- 


did 


en- 
‘hat 
and 
ard 
han 
The 


pri- 
1 to 


eci- 
red 
> be 
mer 
-on- 
ase, 
cus- 


ork- 
rom 
ared 
take 
pen- 

tax 
that 


-eal- 
Fase 








PROGRESS OF REGULATION 


Attrition Factor Considered in Rate Case 


HE Nebraska commission authorized 

the Northwestern Bell Telephone 
Company to increase rates to produce ad- 
ditional gross intrastate revenue of $1,- 
294,006 in recognition of the fact that 
costs have increased materially since the 
test period on which its present rates were 
based. The commission observed that al- 
though any one is reluctant to pay a high- 
er price for commodities or services, it is 
common knowledge that prices of almost 
everything have increased since the last 
increase in the company’s rates was au- 
thorized on March 4, 1953. None of the 
protestants’ witnesses gave any testimony 
which would be a basis for a finding that 
present earnings were sufficient. 

One of the cost increases was wages 
paid to the company’s employees. The 
other major increase was the so-called 
“attrition” of earnings which results from 
making replacements of and additions to 
plant at current high cost levels without 
developing an increase in revenue propor- 
tionate to the increase in plant invest- 
ment. 
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Return Allowance and Rate Base 


The company presented two rate bases. 
The first, based on the book cost of its 
intrastate plant and equipment plus ma- 
terials and supplies and working capital, 
less depreciation reserve; the second, 
based upon the reproduction cost of its 
intrastate plant and equipment plus ma- 
terials and supplies and working capital, 
less depreciation reserve. 

The authorized rates were calculated to 
enable the company to pay reasonable div- 
idends, meet its debt charges, attract ad- 
ditional capital, and provide for additions 
and betterments to its intrastate plant 
and equipment. The additional net earn- 
ings were calculated to be equivalent to a 
return of 6.20 per cent—6.50 per cent on 
a book cost rate base and 4.64 per cent on 
a reproduction cost rate base, fluctuations 
in the return on book cost depending 
upon recognition of such factors as de- 
preciation reserves and working capital. 
Re Northwestern Bell Teleph. Co. Appli- 
cation No. 20684, May 31, 1957. 


Criminal Contempt Conviction for 
Violating Injunction 


Lo United States court of appeals af- 
firmed a lower court’s judgment find- 
ing a motor common carrier guilty of 
criminal contempt for violating an injunc- 
tion against the transportation of certain 
commodities in interstate commerce. The 
carrier held a certificate of public conveni- 
ence and necessity from the Interstate 
Commerce Commission authorizing the 
transportation of household goods. 
Kitchen and wall cabinets transported by 
the carrier, held the court, were not 
“household goods” so as to exclude them 
from the operational orbit of the injunc- 


tion that had been issued restraining in- 
terstate transportation of new furniture, 
kitchen equipment, or similar articles. The 
court upheld the district court’s finding 
that the articles transported were not of 
such unusual nature or value as to require 
specialized handling and the equipment 
usually used in moving household goods. 
Even thofigh the carrier’s acts might pos- 
sibly not be beyond the scope of its cer- 
tificate, said the court, the evidence was 
sufficient to show that the transportation 
violated the injunction. United Van Lines, 
Inc. v. United States, 243 F2d 316. 
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Comparative Rates Properly Considered in Reduction of 
Freight Rate and Reparation 


ae Kentucky court of appeals af- 
firmed a lower court judgment in 
favor of an electric generating compa- 
ny reducing the freight rate on fine coal 
and awarding reparation. The commis- 
sion had found that railroads were charg- 
ing an unreasonably high rate on fine coal 
delivered to the complainant, and the trial 
court in turn found that the commission’s 
determination was supported by substan- 
tial evidence. Review of the administra- 
tive action, the appellate court observed, 
was necessarily limited to the question 
whether there was substantial evidence to 
support it. 

The railroads complained that the com- 
mission had considered comparative rates 
which, they said, had been depressed to 
meet various types of competition. The 
court indicated that such rates were prop- 


erly considered. In view of the large vol- 
ume of freight hauled at competitive rates, 
no contention was made that they were 
not compensatory or that they were con- 
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fiscatory. While competitive rates when 
compensatory may be just and reasonable, 
the court noted, evidence of such rates 
would not be controlling. Comparative 
rates should be examined with all other 
evidence and accorded their reasonable 
weight. Among other evidence, several rea- 
sons were cited as a basis for allowing fine 
coal a lower freight rate than other coal: 
(1) the railroads have generally allowed 
lower rates on fine coal; (2) fine coal is of 
less value than other sizes; (3) fine coal 
loads heavier; (4) there is a greater con- 
centration of movement of fine coal; and 
(5) the value of transportation of fine coal 
is less to the shipper. 

The trial court having upheld the com- 
mission’s findings, which are accorded 
prima facie effect under Kentucky law, 
they could not be interfered with in the 
absence of clear and unmistakable error. 
Louisville & N. R. Co. et al. v. Common- 
wealth of Kentucky ex rel. Kentucky R. 
Commission et al. 300 SW2d 777. 


Bridge Toll Charges Cut by One-half 
Reducing 81 Per Cent Return 


HE Virginia commission, in what it 

described as an unusual case result- 
ing in an unusual judgment, ordered the 
toll charges of the Boulevard Bridge 
Corporation reduced by one-half. On the 
basis of original cost less depreciation, the 
company’s bridge was producing a net re- 
turn of 81 per cent at the time of the 
state’s complaint. 


Reproduction Cost Rejected 


The company urged consideration of 
reproduction cost. The commission noted 
that it did not allow any utility under its 
jurisdiction to earn a return on reproduc- 
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tion cost. It is enough to point out, said 
the commission, that the bridge will never 
be reproduced, as the company admits. 
Evidence of cost of money was held to 
be irrelevant in this case since the com- 
pany had no occasion to attract capital. 
On the contrary, it was gradually being 
liquidated. The commission also excluded 
opinion evidence on the legal issue of 
reasonableness on the ground that the is- 
sue was not one on which the testimony 
of expert witnesses could be received. 


Depreciation of Property 
Most of the original cost of the bridge 
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had been paid by consumers by way of 
depreciation at 2 per cent per annum over 
a service period of thirty-two years. De- 
preciation should be based on original 
cost rather than reproduction cost, the 
commission indicated, because it would be 
unjust to make present consumers pay for 
a new plant to be consumed by a future 
generation of consumers. If a new bridge 
is to be built, the necessary capital must 
be furnished by the investors and not the 
consumers. 


Ruling Not to Be Precedent 


If the orthodox method of fixing pub- 
lic utility rates in Virginia were applied 
(about 6 per cent return on original cost 
less depreciation), the annual earnings 
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from the bridge would have to be reduced 
from about $100,000 to approximately 
$7,400. But in view of the particular cir- 
cumstances of this case, the commission 
thought that would be unreasonably low. 

In deciding upon a reduction of tolls by 
one-half, the basic toll apparently being 
10 cents, the commission took into con- 
sideration the proposition that the aver- 
age motorist would rather pay a nickel 
than be bothered with handling smaller 
change. With an unusually large return 
still remaining, the commission comment- 
ed: “There is no precedent for this case 
and this case will not be a precedent for 
any other case.” Hammer v. Boulevard 
Bridge Corp. Case No. 13442, July 1, 
1957. 


Mutual Telephone Company Authorized to Operate as 
Public Utility 


HE Guilford Telephone Company, 

which has been operating as a mutual 
company for many years, has been au- 
thorized by the North Carolina commis- 
sion to operate as a public utility in the 
area now served by it and in certain ad- 
jacent areas not served by adjoining tele- 
phone companies. The company is now 
organized and incorporated under the 
General Statutes of North Carolina by 
an amendment filed with the Secretary of 
State on December 31, 1956. It is in 
sound financial condition and has made 
provisions in its charter for the issuance 
of additional common stock to finance 
new equipment, facilities, expansion, and 
improvement of its service. Its existing 
rates were found to be reasonable. 

The commission said that upon com- 
mencing operation as a public utility, the 
company should keep its books and rec- 
ords in conformity with the Uniform 
System of Accounts for Telephone Com- 


panies. The company was ordered to file 
with the commission, within a reasonable 
time, a map showing the area which it 
serves and holds itself out to serve. Fur- 
thermore, it should prepare and file with 
the commission a general exchange tariff 
setting forth all classes of service ren- 
dered, rates for that service, and all rules, 
provisions, and other service regulations 
relating to its operation as a public utility. 


Meaning of Convenience and Necessity 

Public convenience and necessity were 
construed to mean a reasonable necessity 
with regard to the convenience of the 
public and its welfare in the area involved. 
The commission observed that in deter- 
mining the issue of public convenience 
and necessity, the controlling question is 
whether the operation will serve a useful 
purpose responsive to a public demand or 
need. 


Consideration to 


should be given 
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whether or not the proposed service is 
needful, essential, requisite, or conducive 
to public convenience. 

The company is now serving 965 sub- 
scribers and has numerous requests for 
telephones for residences and businesses 
in the area adjacent to that in which serv- 
ice is rendered. The commission conclud- 
ed that this condition meets all the re- 
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quirements of convenience and necessity 
essential to the granting of a certificate. 
The commission further concluded that 
the company is experienced in providing 
telephone service and that it could make 
the necessary arrangements for financing 
the extension and expansion of its service. 
Re Guilford Teleph. Co. Docket No. P- 
24, Sub 1, June 20 1957. 


Service Area Ultimatum 


HE Missouri commission, passing 

upon a complaint against telephone 
service, directed the company to take 
timely steps to provide good service if it 
expected the commission to protect the 
company’s right to serve the area. 

The company claimed that, by filing its 
exchange area map with the commission, 
it had the exclusive right to furnish serv- 
ice in the area, and opposed any invasion. 
Service presently being rendered was 
switcher service to patrons who owned 
and maintained their own lines, with the 
exception of a short company-owned line. 

The commission pointed out that three 
telephone exchange area maps on file, two 
belonging to the company and the third 
covering another company’s exchange, 
were binding on all parties. The exchange 
areas appeared to be practicable in size 
for operational purposes and to fairly dis- 
tribute the territory involved. 

The commission was not warranted in 
modifying exchange areas or their bound- 
ary lines unless evidence showed that ex- 
isting boundary lines were unreasonable 
or arbitrary. Boundary lines would not be 
altered merely to change a patron to an- 
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other operating company to avert a toll 
charge. 

Because of the practicality of the ex- 
change area maps, the commission was 
reluctant for them to be broken up as 
units. 

The owners of the company were 
allowed a reasonable time in which to 
canvass the people of the area and to pro- 
vide regular facilities to serve those who 
agreed to accept service. If the owners 
found themselves unable to construct 
lines which would provide good service, 
or to sell the facilities in the area as a 
unit, the commission commented that it 
would be their misfortune. They would 
not be permitted to hold mapped areas in- 
definitely while neglecting the duty to 
serve. 

If steps toward prompt service were 
not taken, the commission intimated that 
it would give serious consideration to an 
order for the other company to take over 
the area as a unit. The well-defined ex- 
change boundary lines of the areas would 
remain intact for whoever served in the 
future. Thomas et al. v. Missouri Union 
Teleph. Co. Case No. 13,617, July 1, 1957. 


Prior Construction by Shipper Not Essential 


gant application for reconsid- 
eration of a commission order to 
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construct, establish, and maintain a side- 
track and switch connection was denied 
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by the New York commission. The order 
had given the railroad the choice of con- 
structing the sidetrack pursuant to either 
of two schemes. The railroad had con- 
tended that the order was improperly is- 
sued because the shipper did not own the 
property and had not constructed a pri- 
vate siding up to the railroad’s right of 
way. 

Even assuming that the railroad had 
correctly stated the federal rule to be that 
a railroad cannot be ordered to build a 


switch connection until after the shipper 
has built the private siding on its proper- 
ty, answered the commission, it does not 
follow that such a rule is binding upon 
the state commission. Analysis of New 
York litigation showed that the commis- 
sion’s practice of adopting orders direct- 
ing railroads to construct switch connec- 
tions with private sidetracks upon the 
construction of such sidetracks had met 
with approval. Re W. F. Saunders & 
Sons, Inc. Case 18076, June 25, 1957. 





Other Recent Rulings 


Showing of Need Not Required. The 
Illinois commission authorized a power 
company to increase street lighting rates 
without showing that additional revenues 
were needed to earn a fair rate on total 
investment where the company had proved 
the necessity for an adjustment in cost of 
furnishing new and ornamental installa- 
tions and the immediate increases would 
amount to less than .2 of one per cent of 
gross revenues from electric operations in 
the state during the first year of operation. 
Re Iowa-Illinois Gas & E. Co. No. 43898, 
May 8, 1957. 


Rail Rate Case Reopened. The North 
Carolina commission ruled that neither the 
principle of res judicata nor retroactive 
rate making was involved in the reopen- 
ing of an intrastate rail rate proceeding 
to take additional evidence as to the reason- 
ableness of rates approved by the com- 
mission but later held on review to have 
been based upon insufficient findings. Re 
Railroad Freight Rates, Docket No. R-53, 
Sub 3, June 21, 1957. 


Consolidation of Applications. The 
United States court of appeals held that 
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the question of whether the Civil Aero- 
nautics Board should have consolidated 
an airline application with those of other 
applicants, even though the applications 
were mutually exclusive, was a matter of 
discretion for agency judgment. Eastern 
Air Lines, Inc. v. Civil Aeronautics 
Board, 243 F2d 607. 


“Household Goods” Certificate. The 
United States court of appeals held that 
Interstate Commerce Commission regu- 
lations, defining “household goods” as 
specified commodities requiring special- 
ized handling and equipment usually em- 
ployed in moving household goods, afford- 
ed a motor common carrier, holding a 
certificate to transport household goods 
in interstate commerce, the right to trans- 
port metal bank and hospital equipment 
parts and metal desks in interstate com- 
merce without being subjected to criminal 
penalty. North American Van Lines, Inc. 
v. United States, 243 F2d 693. 


Transfer of Bus Operation. A district 
court held that the Interstate Commerce 
Commission had authority to approve a 
plan proposed by the Pacific Greyhound 
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Lines whereby it would transfer its San 
Francisco commuter operation to a newly 
formed subsidiary. County of Marin et 
al. v. United States et al. 150 F Supp 619. 


Water Extension Rule. The California 
commission held that a provision in a 
water company’s extension rule excepting 
applicants, who had negotiated with the 
company for an extension prior to the 
promulgation of the rule, did not apply to 
an applicant who negotiated before the 
rule was promulgated but let the negotia- 
tions terminate prior thereto. Pickerel v. 
California Water Service Co. Decision 
No. 54353, Case No. 5647, January 8, 
19357. 


Class Rates. The New York commis- 
sion, investigating motor common carrier 
class rates, commented that mere paper 
rates on which traffic neither moves nor 
can be expected to move can and do ex- 
ercise a disruptive influence upon the rate 
structure as a whole. Re Rates, etc., of 
Motor Vehicle Common Carriers, Case 
No. 12877, June 4, 1957. 


Test Period Extended. Upon remand 
of a water rate case for further action, 
with directions that construction com- 
pleted since the test period be considered 
in the determination of just rates, the 
Maryland commission allowed the oper- 
ating results to be brought up to date, as 
is customary in rate proceedings involv- 
ing a long interval between the initial 
presentation and the final hearing. Re 
County Commissioners of Washington 
County, Case No. 5437, Order No. 52940, 
July 10, 1957. 


Surcharge Discriminatory. The Mis- 
souri commission held that a water com- 


pany’s rate schedule providing for a sur- 
charge to customers using nonconserving 
type air conditioners was discriminatory 
and unreasonable since it failed to take 
into account other customers using the 
same amount of water in sprinkling, sod- 
ding yards, operating swimming pools, 
watering shrubs, and irrigating gardens. 
Re St. Louis County Water Co. Case No. 
13,649, June 27, 1957. 


Water Company Return. The Wiscon- 
sin commission considered a return of 5.5 
per cent on a water company’s net book 
value rate base reasonable. Re City of 
Green Bay, 2-U-4785, June 11, 1957. 


Gas Rate Rehearing Denied. The Fed- 
eral Power Commission refused to grant 
rehearing of an order denying a rate in- 
crease (18 PUR3d 233) in order merely 
to afford a natural gas producer a third 
chance to sustain its burden of proof, 
noting that further delay of a final de- 
termination would be contrary to the pub- 
lic interest; but a stay of a refund order 
was granted upon representation by the 
company that it would seek judicial re- 
view. Re Forest Oil Corp. et al. Docket 
No. G-5510, June 21, 1957. 


Munictpal Purchase of Utility. The 
Missouri commission authorized the sale 
of a waterworks system to a municipality 
where the evidence showed that service 
would not deteriorate since the city would 
retain present employees and competent 
management would be available from the 
city’s operation of other utilities; and in 
view of the fact that the price, although 
higher than original cost, had been sub- 
stantiated by expert testimony. Re Spring- 
field City Water Co. Case No. 13,693, 
July 5, 1957. 
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2elta-Star announces a complete new line of connectors. Extra rugged 
onstruction and engineered for maximum service life under all cond- 
tions... Particularly important in this new line are the heavy walls and generous overall 
‘imensions. With these features pressure is distributed to permit optimum contact yet 
ith negligible cold flow...All sizes and ranges of conductors are cast on surface of each 
mnector...Can be supplied in types and sizes to meet all connector requirements. For 
ther information, write Delta-Star Electric Division, H. K. Porter Company, Inc.— 
i37 West Fulton Street, Chicago 12, Illinois. 
District Offices in Principal Cities 


DELTA-STAR ELECTRIC DIVISION 
»-K. PORTER COMPANY, INC. | 


Divisions of H. K. Porter Company, Inc.: Connors Steel, Henry Disston, Quaker Rubber, Leschen Wire Rope, Refractories, 
W-S Fittings, Delta-Star Electric, Riverside-Alloy Metal, Vulcan Crucible Steel and H. K. Porter Company (Canada) Ltd. 








New compressor 








ions, like the one pictured above, are constantly being built to 


the steadily increasing demands for natural gas. These compressor stations pum) natura! 
through Columbia's 36,716 miles of pipeline to homes and industries in America’s Heart 


Columbia’s Thinking Is Constructive}: 


nesses and industries in the dynamic and growing 
Heartland of American commerce and industry. 


Customers in the area served by the Columbia Gas 
System keep calling for more and more natural gas 
—to meet a constantly increasing need for energy. 
To supply it, facilities with greater capacity must 
be constructed—new or enlarged compressing sta- 
tions, pipe lines, metering stations and other equip- 
ment. So Columbia must think constructively! 


During the past decade, the Columbia Gas System 
has spent more than a half billion dollars for con- 
struction. This year alone, Columbia expects 
to spend about $87 million on new facilities — to 
meet immediate and future natural gas require- 
ments of more than three million families, busi- 


Where System companies serve within this seven- 
state Heartland—Pennsylvania, Ohio, West Vir- 
ginia, Virginia, Kentucky, Maryland and southern 
New York—Columbia’s residential sales have dou- 
bled, its househeating customers have increased 
almost three-fold in just ten years. 

Growth in the Heartland shows no signs of di- 
minishing . . . so to keep pace with the Heartland’s 
growth, to provide the facilities and the service a 
growing number of customers require, Columbia 
thinks and plans constructively for the future. 


serving homes and industry in America’s Heartland 

















THE COLUMBIA GAS SYSTEM, 


COLUMBIA GAS SYSTEM SERVICE CORPORATION 
120 East 4ist Street, New York 17, N.Y. 


CHARLESTON GROUP: United Fuel Gas Company, Amere Gas Utilities Company, Atlantic Seaboard Corporation, 
Central Kentucky Natural Gas Company, Virginia Gas Distribution Corporation, Kentucky Gas Transmission Corporati: 
COLUMBUS GROUP: The Ohio Fuel Gas Company . . . PITTSBURGH GROUP: The Manufacturers Light and Heat Compy, 
Columbia Gas of New York, Inc., Cumberland and Allegheny Gas Company, Home Gas Company 


INC. 
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onsumers Power to Double 
Capacity of Karn Plant 


NSUMERS Power Company an- 
meed recently that it will double 
capacity of its new Dan E, Karn 
bm-electric power plant under con- 
ction on Saginaw Bay at the 
ith of the Saginaw river, bringing 
total to 500,000 kilowatts. 

he company said work will begin 
nce on a second 250,000 kilowatt 
t scheduled for service in July 
W. The first 250,000 kilowatt unit 
now under construction, with op 
ion scheduled for July 1959. 

he company’s expansion program 
sixty-four lower peninsula counties 
require about $93,000,000 in 
7,Mr. Karn said. 

An 8th generating unit of 156,250 
watts capacity is also under con- 
«tion at the John C. Weadock 
ton Saginaw Bay near the Karn 
_ First operation is scheduled for 
ly 1958. The two Karn units, plus 
new \Veadock unit, will mean a 35 
cent increase in the power avail- 
‘to the 1,486 Michigan cities, vil- 
is seven- RS an! townships supplied with 
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ost Vir- tricity) by Consumers. 
outhern 
ve dou- fRutte and Koerting Company 
creased fans Second Major Expansion 
In 6 Years 
f di- - ‘ , ; . 
a - 2 HUT FE and Koerting Company 
rtland’s § soon invest in the neighborhood 
rvicé @ Bi half nillion dollars in expanding 
lumbia Fufact iring facilities at the com- 
ure. Ws pant in Cornwell’s Heights, 
ks C inty, Pa, This is the second 
for ex:cnsion of facilities within a 
nm Vear seri 
ic. ft : riod. 
n announcing this program, Mr. 


) W. Vischer, company president, 
‘d tha: “rapid technological devel- 
tent, coupled with an amazing 
of expansion within the power 
mical process, petroleum, food, 
other industries served by SK, 
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had made necessary the creation of 
additional facilities in order to keep 
ahead of the requirements of regular 
customers and a growing list of new 
customers.” The company will add 
over 25,000 square feet to the present 
plant. 


Chamber Continues National 
Recognition Awards Program 
BUSINESS firms of all types can 
become eligible to participate in a 
U.S. Chamber of Commerce spon- 
sored program for explaining and in- 
terpreting the operation of business 
and our economic system. Utilities, 
the first line of defense in this effort 
by virtue of their strategic position, 
have qualified and have received 
awards under the program. It will be 
recalled that the Washington Water 
Power Company, Kinsey M. Robin- 
son, president, was given a recent 


/E-{ | 
oo 





Industrial Progress 


award at the Chamber’s 45th Annual 
Meeting this past April. The program 
for 1957-’58 will be crowned by 
awards at the next annual meeting of 
the Chamber of Commerce of the 
United States in April, 1958. 
National Recognition Awards are 
made annually to honor business firms 
making outstanding efforts: (1) to ° 
develop better understanding of 
American business among their em- 
ployees; and (2) to encourage and 
help other business firms to make the 
same effort. Profits and productiv- 
ity; government regulation and com- 
petition; how the system shares the 
rewards of successful enterprise—in 
these and other areas there is a chasm 
separating the truth from the average 
person’s impressions and _ attitudes. 
Many firms are successfully bridging 
that gap, the Chamber notes, and it is 
for such outstanding effort that the 
(Continued on page 30) 
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Common and Preferred Dividend Notice 


July 31, 1957 
The Board of Directors of the Company has declared the follow- 
ing quarterly dividends, all payable on September 1, 1957, to 
stockholders of record at close of business, August 13, 1957: 


Preferred Stock, 5.50% First Preferred Series 
Preferred Stock, 5.85% Series ... 
Preferred Stock, 5.00% Series ... 
Preferred Stock, 4.75% Convertible Series 
Preferred Stock, 4.50% Convertible Series 
Preferred Stock, 5.75% Subordinate Convertible Series . . . $1.4334 
Common Stock ..... Seria eros 


LOUISIANA 


Amount 


per Share 


aha eaten Seg $1.1214 


c c Secretary 
Zs Sing (Z aie 






































INDUSTRIAL PROGRESS—( Continued) 


awards are made. Besides the Wash- 
ington Water Power Company award, 
two other utilities received merit cita- 
tions in 1956-’57. These were: Ken- 
tucky Utilities Company and Ohio 
Bell Telephone Company. 

A booklet explaining the awards 
may be obtained from the Business 
Relations Department, Chamber of 
Commerce of the United States, 1614 
“H” Street N.W., Washington 6, 
D. C. Ask for: National Recognition 
Awards Program booklet and other 
literature describing the program. 


New Copes-Vulcan Bulletin 


BULLETIN No..1032, recently pub- 
lished by Copes-Vulcan Division, 
Blaw-Knox Company, Erie, Pa., de- 
scribes the application of automatic 
control systems to large central sta- 
tion boilers. 

Using as an example, the new Sut- 
ton Station of Carolina Power & 
Light Company, the bulletin explains 
the operation of the combustion, feed- 
water, feed-pump and _ soot-blowing 
control systems. A schematic diagram 
shows how the individual components 
are integrated into complete super- 


visory systems for greatest simplicity. 

All controllers are of the modern 
plug-in type, and flow transmitters 
have friction-free transverters for 
pneumatic square-root conversion. 
Stations and controllers are designed 
for easy switching from automatic to 
manual or vice versa, and require a 
minimum run of tubing between con- 
troller and drive unit, valve or other 
device. 


Con. Ed. of N. Y. Orders 
340 MW Steam Turbine 
Generator Unit from A-C 


CONSOLIDATED Edison Com- 
pany of New York, Incorporated, has 
placed an order with Allis-Chalmers 
Mfg. Company for a 340 mw steam 
turbine generator unit for Astoria 
station. The new unit, Astoria No. 4, 
will be a 3600/1800 rpm, cross-com- 
pound unit with steam conditions of 
2000 psig, 1050 F, 1000 F reheat and 
2 inches Hg exhaust pressure. 

The fully supercharged 20,000 
volt generators will be designed to 
operate at 45 psig hydrogen pressure. 
At this pressure the generators will 
have a capability in excess of 375 mw. 


Generating capacity will be 
approximately equally bet, 
3600 rpm and 1800 rpm sha‘*t 


Excitation will be provid 
arate motor-driven exciters 
generator, The high-speed 
have provision for boiler f 
drive. 


3M Announces Price R 
For "Scotchfil" Insu! 
Putty 


A PRICE reduction of apy 
ly 30 per cent and improv: 
cal and physical properties 
announced for “Scotchfil’’ 
insulating putty by Minneso 
and Manufacturing Co., 


avenue, St. Paul, Minnesota. 


The improved “Scotchfil”’ 
¥g-inch thick tape in roll for 
signed to insulate and p: 
edges and fill voids on bus b 
splices and connectors—has 


tric strength 123 per cent hi; 
the former product and a 25 


improvement in_ tensile 
These improvements make 


mum distortion of the materia! 
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American Appraisals meet 
the requirements of Trust Indentures 


An American Appraisal provides all needed facts 
when the trustee must furnish an authoritative 
certificate of value, or verify the existence and 


condition of all assets. 


The 


AMERICAN APPRAISAL 


Company 


Leader in Property Valuation 
Home Office: Milwaukee 1, Wisconsin 


More for your Money in 


MORYSVILLE 
Oo Bel 


up—1l9 ga. doors). 


structure. 





Distributors for 


HALL 








@ 14 and 16 ga. Body Steel (14 ga. 
throughout for models rated 1 ton 


@ 4%” Diamond Floor Plate. 
@ 5” Structural Channel Under- 


@ Electric Welded throughout. 

® Telescoping Roof with weather 
tight, easy sliding action. 

@ One piece Smooth Welded Draw- 
ers and Compartments. 

® Vertical or Horizontal Flush Doors ® Fendix Undercoating at 
with recessed, spring loaded 
latches at no extra charge. 


IMMEDIATE DELIVERY © Distributors in Principa' Citi 


DERRICKS 
813 SOUTH READING AVE., 


—& 


®@ Curbside Access to too! 


equipment used most frez 


@ Vertical Compartments 
ers, lines and linemen’s 

@ Large, inside ventilated 
Goods Compartment. 

®@ Two piece Front Windo 
compartment. 

© Bit and Chisel Drawer; 
Drills, Tamps, Rods, etc 


charge. 


f2 


MOR 
ae? 


BOYERTOWN,4 


®@ Concealed metal Winch 2 


oat 


% 


New Line Construction Body for single or dual wheel chassis from % to 2 tons 
Length from 8’ to 14° (CA's from 48" to 120°’). 
ample stowage space inside and out. Many plus features at no extra 


Sliding roof for derric 


ost. 
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DUST RIAL PROGRESS— 

ontinuc 1) 

icatio:', improve its handling 
nd allow for more insulat- 


con. 
-igned for use with “Scotch” 


astic electrical tapes Nos. 22 | 


| forms a moisture resistant 
the plastic tapes for greater 
ection. 

) ver price has been made pos- 
creased production, the 3M 
tchfil” is available through 

rical wholesalers. Application in- 
matio.. and data are available from 


@ mant. acture. 


-£ Announces New Bulletin 
On Fower Reactor Systems 
neral Electric Company’s 
mic ower Equipment Depart- 
it has announced a new bulletin, 
R-13s4, reviewing reactor sys- 
sto produce commercially useful 
ricity from nuclear energy. 
Fhe bulletin, which presents a de- 


Bed picture and word description of 


treng 

> form 

iterial du 
ge 31) 


R Auber 
in cre 
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extra 
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ious systems using water, gas, 
ium and liquid-fuel as coolants, 
inally was presented by B. R. 
ntice, manager of the Nuclear Sys- 

s Design Study of the Atomic 
ver [;quipment Department, as a 
ure in January, 1957, at the Euro- 
n Atomic Energy Course for Man- 
ment in Paris, France. 


Computer Symposium 
Scheduled for October 


E fourth annual Computer Ap- 
ations Symposium sponsored by 
Research Foundation of IIli- 
titute of Technology will be 
‘ober 24th and 25th at the 
herman, Chicago. 
computers and applications, 
vinces in automatic coding, 
‘tressed in invited papers, 
sions, and discussions, 
etohr 24th will be devoted to 
sider. ion of business and man- 


ment .pplications, and the October 


h pro: ram to science and engineer- 
appl’ ations. 

he t\ 0-day registration fee of $25 
ludes ancheon on each day. 

ort: tion concerning the con- 

ay be obtained by writing 

Computer Applications 

n, Armour Research Foun- 

’ W, 35th st., Chicago 16, 


S. Chamber Names Atomic 
Industry Committee 
APPOINTMENT of Lewis M. 


hth, (resident, Alabama Power | 


ipan:, Birmingham, as chairman 
(Continued on page 32) 


THE 
STAMP 
OF 
QUALITY 


in wire terminations 


The world’s finest silver bears a hallmark as proof of quality—the 
world’s finest electrical product, which daily speeds and comforts your 
way of life, likewise bears a stamp of approval assuring the quality 
and reliability of its wire terminations. 

“\n every piece of electrically powered equipment there are many 

/ points of potential failure—places where the wires forming the arterial 
~ network begin and end. These are the points, deep within the facade, — 
where AMP quality and precision engineering is most appreciated. 

A-MP solderless terminals and application tools have been designed 
and developed to meet the specific wiring requirements of electrical 

- motivation, whenever and wherever it is generated, distributed, utilized 
~ or maintained. 

Through speed and dependability of application, AMP solderless 
wiring techniques are now bringing to the industries of several con- 
tinents the increased production volume so necessary in this age ¢ 
“automated manufacture. 


A-MP terminals, when ‘équired for. — on a I 
et ee =P 
American cir Ine. * = . 


2 eV 
AMP. AMP INCORPORATED 


GENERAL OFFICES: 
7631 Eisenhower Boulevard, Harrisburg, Pa. 


Wholly Owned Subsidiaries: Aircraft-Marine Products of Canada Ltd., Toronto, Canada « Aircraft-Marine Products 
(Great Britain) Ltd., London, England e Societe AMP de France, Le Pre St. Gervias, Seine, France e AMP— 
Holland N.V. 's-Hertogenbosch, Holland 


Distributor in Japan: Oriental Terminal Products Co., Ltd., Tokyo, Japan 
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of the Committee on Commercial 
Uses of Atomic Energy, Chamber of 
Commerce of the United States, has 
been announced by Chamber Presi 
dent Philip M. Talbott. 

The Committee studies problems 
in the development of peacetime uses 
of atomic energy, and the means by 
which private industry can most con- 
tribute to this development. It recom 
mends policy relating to legislative 
and regulatory improvements in the 
atomic energy field to the Chamber 
membership. 

Mr. Smith’s associates on the Com 
mittee for the year 1957-1958 will be : 

J. L. Atwood, President, North 
American Aviation, Inc.; M. W. 
Boyer, Director, Standard Oil Com 
pany of New Jersey; Erwin D. Can 
ham, Editor, The Christian Science 
Monitor; Perey Chubb, 2nd, Presi 
dent, Federal Insurance Company : 
Walker L. Cisler, President, Detroit 
Edison Company; Dr. Lauchlin M. 
Currie, V, President, Union Carbide 
Nuclear Company; Gordon Dean, 
Senior Vice President, Nuclear En- 
ergy-Gen. Dynamics Corp.; William 
C. Foster, Exec. V. President, Olin 
Mathieson Chemical Corporation ; 


IF YOU USE THESE PRODUCTS 


the world’s most 
complete, illustrated 


catalog of 


ELECTRIC 
LANTERNS 


and 


SAFETY 


CANS 


VALUABLE DATA: 


The world’s first comprehensive table 
of lamp and battery operating 


information 
High power searchlights 
All-purpose hand lights 
Safety lights and lanterns 
Flammable liquid SAFETY CANS 
Oily Waste Cans 


’ JUSTRITE Mfg. Co. 


2061 N. Southport, Chicago, Ill 


CATALOG NUMBER 569-G 8 


David L. Francis, President, Princess 
Elkhorn Coal Company; James P. 
Haight, Vice President, Aluminum 
Company of America; George Havas, 
V. Pres. & Gen. Mgr., Kaiser Engi- 
neers; J. Victor Herd, Chairman and 
President, America Fore Insurance 
Group; Alfred Iddles, Director, The 
Babeock and Wilcox Company ; Ray- 
mond F. Jahn, President, Ford In- 
strument Co.—Div. Sperry Rand 
Corp.; Allen S. King, President, 
Northern States Power Company ; 
Robert LeBaron, Robert LeBaron 
Associates; John Paul Lucas, Vice 
President, Duke Power Company ; 
Joseph A, Martino, President, Na- 
tional Lead Company; F, K. Me- 
Cune Vice Pres. & Gen. Mgr., Atomic 
Products Div.-Gen. Electric Co. ; 
Robert McKinney, Editor-Publisher, 
Santa Fe-New Mexican; Michael 
Michaelis, Coordinator, Nuclear En- 
ergy Studies, Arthur D. Little, Inc. ; 
Dwight G. Moorhead, V. Pres.-Sls. 
Megr., Newport News Shipbuilding- 
Dry Dock Co.; Harvey K. Murer, 
Manager, Research Center-Gen. 
Foods Corp.; Kenneth D.: Nichols, 
Major General USA (ret.) ; Arthur 
\. Peterson, Vice President, AMF 





Atomics, Inc.; Philip Sporn, Pq 
dent, American Gas & Electric § 
ice Corp. ; Mortimer E. Sprague, 
President, The Home Insurance 
pany; E, Blyth Stason, Dean, 
School, University of Michigan; 
Shields Warren, Cancer Rese 
stitute, New England D 
Hosp.; William Webster, Ex: 
President, New England Elee‘rj 
tem; Gordon A. Weller, Ix 
President, Uranium _ Instit 
America; Carroll L. Wilso 
dent, Metals and Control 
tion; T, P, Wright, Vice P 
search, Cornell Universi 
Charles H. Weaver, Vice |] 
Westinghouse Electric Cor; 
Gas Air Conditioning 
Manufacturers Given Supp 
By Industry Committee 
IMMEDIATE steps to support 


gas air conditioning programs off 


manufacturers in the field have 
initiated by the American Gas A 
ciation’s newly-organized Air Cog 
tioning Promotion Committee. 
Chairman W. W. Selzer, Colu 
Gas System Service Corp., 
(Continued on page 34) 





engineers and 


weeks. 


scription $10. 


PUBLIC 








P.U.R. QUESTION SHEETS 
an educational o p portunity 


With the least possible expenditure of time, effor 


and money, utility executives, lawyers, accountants, 


others interested in any phase of pub 


lic utility regulation can keep well informed throug 
these brief, four-page leaflets issued every two 


They consist of 10 questions and 10 authoritativg 
answers based on current decisions revealing cour 


and commission views pro and con. Annual sub 


Send your order to 


UTILITIES REPORTS, INC., 


Suite 332, Pennsylvania Bldg. 
425 13th Street, N. W. 


Washington 4, D. C. 
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Ss bec:use TRANSCOPY gives you sharper, clearer, more maps, statistical reports, pole line records, meter records, 
le copies than any other photocopy unit — every time consumer bills, correspondence and similar items. 


nd un er any office lighting conditions. For sheer con- See a-demonstration as proof in your office or in ours. 
(Incidentally, the one on the left is the photocopy.) 


ling cou 


nual sub 


ence, speed, versatility and economy, TRANSCOPY is 
tpas.ed. You'll notice it instantly when you see 
NSCO!¥ in action. : , ae mes ee ee ee mee ee ees es cee ome oe oe oe oe 
andli:s all your copy requirements, TRANSCOPY pro- HMemingtor. FRand 
Ps eve: ything on bound or flat-sheet records . . . stamps. se a ee ee ee 
. , : ; Room 1839, 315 Fourth Ave., New York 10 
B. Signatures, typed, written or drawn impressions and : 
i a : Please have your representative call to 
es froin any color. Positive copies can be produced on arrange a demonstration. 
Parent paper or film, duplex paper (two sides), card NAME & TITLE 
; glossy paper, form printed papers, colored papers, i COMPANY. 
Y precut size. : ADDRESS. 
-_ feal for public utilities -TRANscopy accurately copies : a city ZONE__STATE 
UGUST 15, tds up to 26” wide... including engineering drawings, i SU ets ce nc i a a as ea areca 
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Cleveland’s exclusive multi-speed transmission 
provides right power/speed ratio for every job 






“For easy handling and dependable digging even under the toughest 
trenching conditions give me a Cleveland every time,” says long-time 
heavy equipment operator Delbert Corman of Aldridge & Poage Co., 
Lexington, Ky., owners of 3 Clevelands. Thousands of trench operators 
and owners throughout the world agree with him. Credit for this world- 
wide preference for Clevelands is due to the perfectly balanced combi- 
nation of practical performance-proved features found in every Cleveland. 
Practically every modern trencher feature originated with Cleveland. 
But no single trencher feature ever developed is the equal of Cleveland’s 
exclusive multi-speed crawler transmission. 


For each of 4 digging wheel speeds this transmission provides 12 individual 
crawler speeds forward and 12 reverse, all closely and evenly graduated. 
The 48 forward speeds give the operator a choice of over 30 practical 
digging speeds—over 30 usable combinations of digging wheel and crawler 
speeds, providing the right combination of power and speed for digging 
every soil, under every digging condition. The following table of non- 
slipping, power-saving digging speeds for the Cleveland 95 is typical. 


Cleveland's exclusive multi-speed transmission has no equal 








For each of 4 wheel speeds“ there are 12 individual crawler speeds 

















(and Digging Wheel) in Sistd taco tulksines that Conmmushy teed Digyinn Seneea 

First Speed 5 | .7 | 1.1) 1.5) 2 | 2.8) 3.4] 4.7) 5.9/12.6/22.5| 38 
Second Speed 1 | 1.4 | 2.2) 2.9/3.9) 5.3) 66) 9 {11.5 |23.8 | 43 | 73 
Third Speed 2 |2.8 | 4.3 | 5.8 | 7.8 | 10.6) 13.3/17.9/22.8 | 47 | 86 | 146 





High Speed (Ordinar- 


. panne 3.3 | 4.6 | 7.1 | 9.5 |12.8/17.5/21.7|29.6) 38 | 78 |143 | 240 
ily used when digging) 





Reverse (not used 4! 6) .9 |1.2116| 22] 2713.7] 4819.9 | 18 | 30 












































when digging) 





THE CLEVELAND TRENCHER CO. 


20100 ST. CLAIR AVENUE «+ CLEVELAND 17, OHIO 

















air conditioning, to use up t's ant 
pated excess during the watl 
months in order to maintair the p 


consumption if the utility i: to ™ 
tain the lowest average co: ol 
ural gas service to its cust mers. 


INDUSTRIA OGRE 
(Continued ) 






York, declared at the committee's 
meeting that gas air conditioning 
sents an enormous potentia! for 
industry and that ‘now is the { 
for immediate action on the pa 
the utilities in selling gas cir eg 
tioning.” 

The committee’s broad p ogra 
based on coordinating the s'«ppe¢ 
efforts of industry research com 
tees, equipment manufactu ers, 
the promotion organizations of ut 
companies. 

As one of its immediate «vals, 
committee has decided to elp 
leading manufacturer pro. ote 
sale of an estimated 4600 gs. air 
ditioning units during th: pre 
year. Other manufacturers «. ill be 
sisted in tapping the huge « 'r co; 
tioning potential in the i dust 









commercial, and residential ‘arkéll 


Northern Ill. Gas to Providl” 


Year-Round Air Conditioni 
On Experimental Basis 


NORTHERN Illinois Gas Comp 
has announced plans to provid 
maximum of 500 customers \ 
year-round gas air conditioning sf 
ice On an experimental basis. ] 
program was petitioned for and 
cently approved in anticipation of 
ture additional supplies of natural 

Opportunity to take advantage 
the gas company’s experimental | 
will be initially offered customers 
the utility’s space heat waiting list 
a first-come, first-served basis, 
cording to H. A. Diekmann, vice pr 
dent in charge of sales. Letters 
plaining the program are being ma 
to customers starting with those hi 
est on the waiting list. 

Mr. Diekmann emphasized that 
intent of this program was for 
gas company to gain broad knowle 







































and experience in the field with 


spect to maintenance, service ¢ 


over-all general performance ot 


year-round home conditioning un 
He pointed out that when additi 


al large supplies of natura gas 
available 





basically for sale to spa 
heating customers—the con pany 
have an excess of natural «1s in 
summer months. Northern !'ino1s! 
must find outlets, such as « fered 






























ent relatively even winte -sum 
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»-oved Performance with Lower Operating Cost 


dy famous for the lowest maintenance and operating costs in the mobile 

radio field, Motorola radio is an even better investment now—with 
WER. ‘The vibrator is gone! ... replaced by rugged, long life transistors. 
‘ed “‘down-time’’, lower maintenance, and greatly improved performance 
ving ung all» sult from this new development. The transistorized POWER VOICE 
, additig SPe2 er is 10 times more powerful than conventional speakers . . . talks through 

gas s: and can be heard hundreds of feet away from the vehicle. The transistorized 


mie Microphone gives unprecedented voice clarity and greater communi- 
3 range. 


nowle 

| with 
ice { 
ance of 


Mounting Flexibility with Plug-In Control Head ... Same Basic Unit 
;¢ Used for Front or Trunk Mounting 

he T-POWER radio you are no longer restricted to one type of mounting. 

the complete radio, with drawer unit and plug-in control head, for under- 

» mounting. For rear mounting, the same basic drawer unit can be installed 

ie trunk and connected by cable to a dash-mounted control head. And— 
‘Sime basie drawer unit can be interchanged with the equivalent Motorola Transistorized Power 
i-¥ trunk mount models operated from a 12-volt negative ground source. Supply for receiver and 
Get all the facts. Write now for literature with complete information. 25-watt transmitter. 


MOT@ROLA Communications & Electronics, Inc. - 4501 Augusta Blvd., Chicago 51, Illinois - A Subsidiary of Motorola, Inc. 
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"Package Atom" Plant 
Completes 700-hr. Test 


A SEVEN hundred-hour perform- 
ance test of the Army Package Pow- 
er Reactor at Fort Belvoir, Virginia, 
has been successfully completed by 
Alco Products, Inc. which built the 
plant for AEC and the Army Engi- 
neers. The power plant operated at 
a load designated by the commission 
for a period of 700 hours during 
which shutdowns totalling only eight 
hours were required for adjustment 


INDUSTRIAL PROGRESS—( Continued) 


and repair of plant components. Dur- 
ing more than 600 hours of the test, 
electricity was generated at a rate ex- 
ceeding the design output of the plant. 
A total of 1,181,000 kilowatt-hours 
of electric power was produced dur- 
ing the test. An amount sufficient to 
satisfy the needs of 300 to 400 homes 
for one year. 

The contract for the APPR which 
was awarded less than 31 months ago, 
is the first fixed price reactor con- 
struction contract awarded by the 


commission and is unique in that \ 
Products, Inc. guaranteed success 
completion of the 700-hour test, 7 
APPR is a prototype small pack; 


power reactor designed to furn 
power to remote military insta 
tions. In such locations the cost 
electricity from diesel plants is s 
that nuclear power plants o//«r ¢ 
petitive advantages. The siiccess 
completion of this test has confirn 


the adaptability and reliabili: 
clear power plants for such, 
tion. 
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NEW ISSUE 


This announcement is not an offer to sell or a solicitation of an offer to buy these securities. 


The offering is made only by the Prospectus. 


$60,000,000 


Pacific Gas and Electric Company 
First and Refunding Mortgage Bonds, Series BB, 5% 


Due June 1, 1989 


Price 100.798% 


Plus accrued interest from June 1, 1957 


July 24, 1957 

















Copies of the Prospectus may be obtained from any of the several undere 
writers only in States in which such underwriters are qualified to act as 
dealers in securities and in which the Prospectus may legally be distributed, 

















Bear, Stearns & Co. 


A. C. Allyn and Company 
Incorporated 


Incorporated 








The First Boston Corporation 


Ladenburg, Thalmann & Co, 


Equitable Securities Corporation 
Salomon Bros. & Hutzler 


American Securities Corporation 


Hayden, Stone & Co. L. F. Rothschild & Co. Schoellkopf, Hutton & Pomeroy, Inc. 

Clark, Dodge & Co. Coffin & Burr Weeden & Co. Bache & Co. 
Incorporated Incorporated 

Baxter & Company Francis I, duPont & Co. Estabrook & Co. G. H. Walker & Co. 


R. S. Dickson & Company Hirsch & Co. E. F. Hutton & Company 
First of Michigan Corporation McDonnell & Co. Wm. E. Pollock & Co., Inc. 
Ball, Burge & Kraus Alex. Brown & Sons Fahnestock & Co. Goodbody & Co. 
Gregory & Sons Ira Haupt & Co. @ Hz. Hentz & Co. Reynolds & Co. 
Stroud & Company Swiss American Corporation Van Alstyne, Noel & Co. 


Halsey, Stuart & Co. Inc. 


Hallgarten & Co. 
Wertheim & Co. 
Dick & Merle-Smith 
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"umn emouy —_ PROCEEDINGS 
mee 1956 CONVENTION 


VAL, ASSOCIATION AT SAN FRANCISCO, CALIFORNIA 


SOE NATIONAL ASSOCIATION OF RAILROAD 
AND UTILITIES COMMISSIONERS 








Tuis important edition contains valuable ma- 
terial on the subject of regulation of rates and 
services of public utilities and transportation 
companies including the following: 


Depreciation, Valuation, Railroad Passenger Deficit and Regulation of Public Utilities. 
Panel discussions on the subjects of "Cost of Capital as Related to Rate Return" and 
"Regulatory Protection of Consumers”. 


Price $10.00 





OTHER PUBLICATIONS OF THE ASSOCIATION 


Local Service Telephone Rates 
An excellent compilation of rates prepared by NARUC Subcommittee on "exchange rates" 
for all exchanges of Bell System, the rates of cities of 50,000 population or more for 
Bell and Independent exchanges, rates of borrowers from R.E.A., and tabulation of above 
exchanges which had ten cent coin telephone rate in effect June 30, 1954. 128 pages 
for use in loose leaf binder and 48 revision pages as of December 1955 and 42 revision 
NUS TEbBOT CO CIOUEr, ISODT coe uiois tes aio aes secs nw Sains Sa oR eRe we oe eo e NE Gee $2.50 


Message Toll Telephone Rates and Disparities 
400 pages of text, tables and charts, hard back cover—a report of the NARUC-FCC 
MOIE TOORETS GOMMNITOO: SPECIMEN PICO”... «o/c o's.5 cscs istics ocisin se euiot.vns vies sssleieee wes 5.00 


Telephone Separations Manual 


Includes the 1952 addendum, the so-called Charleston Plan and the 1956 addendum, the 
SE SCBMBCEE MME FONTS CHANGOS! S75 200 « « clsio 515i e-nfo'e lace, cin'e! S101 Sas eibib sim iOS > emia areteae cleaners 2.00 


Depreciation: 

1943-1944 Reports of Committee on Depreciation (reprinted in one volume because of 
special demand). The reports present a very comprehensive and complete analysis 
of the problems of depreciation on public utility regulation and set forth conclusions 
concerning the policies and practices which should be followed in respect thereto. 


eee fet Chet occ See 21 LM i ce re ree eC 4.50 
1946—Methods of Pricing Retirements from Group Property Accounts ................ 1.25 
1948—Letter Symbols for Mathematics of Depreciation .................ceceeeeeeeees 1.00 
1948—Half Cycle Methods of Estimating Service Life ..............c cece ee ceeee eee 1.00 
1950—Remaining Life Basis of Accounting for Depreciation ...............0eeeeeeeees 50 
1955—Report of Committee on Depreciation (Discussion of Liberalized Depreciation under 

ENUSrtiGE RUVURUD GONG MOR GSI e550: is Sacco aw nisl cee mre Ho nbeohaeenoaeclcas 1.25 


1956—Report of Committee on Depreciation (Depreciation Rates for Electric Utilities) 1.00 
Interpretations of Uniform System of Accounts for Electric Utilities— 


Gases Nos: 45° Fa UF (UPSETS 6 oiois oie. 6c 0. c.cscsieisiciceesscnce ce seeseaeers 1.50 
Interpretations of Uniform System of Accounts for Gas Utilities— 

Mocees INGE 1 FO SO (UU TO TOMI IOOD o:5.015.05s.6 50ckse0 o as. voce ceeecdeeccsciieces 1.50 
Interpretations of Uniform System of Accounts for Water Utilities— 

uses Nos, Ta ES CVSSS FO WIS OD)  o.0-6e.s 0.0. c:c sieissinsinerseinsieccidieeeccesdes< 1.50 


(When remittance accompanies order, we pay forwarding charges.) 
NATIONAL ASSOCIATION OF RAILROAD AND 
UTILITIES COMMISSIONERS 
P. O. BOX 684 WASHINGTON 4, D. C. 
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PROFESSIONAL DIRECTORY 


@ This Directory is reserved for engineers, account- 
ants, rate experts, consultants, and others equipped to 
serve utilities in all matters relating to rate questions, 
appraisals, valuations, special reports, investigations, 
financing, design, and construction. 








CONSULTING ENGINEERS 
Electricity, Natural Gas and Water Utilities 
Production, Transmission, Distribution 
Reports, Design, Supervision of Construction 
Investigations, Valuation and Rates 
1500 MEADOW LAKE PARKWAY, KANSAS CITY 14, MISSOURI (SINCE 1915) 








DAY & ZIMMERMANN. INC. 
ENGINEERS 
NEW YORK _ PHILADELPHIA CHICAGO 


DESIGN, CONSTRUCTION, REPORTS, APPRAISALS AND MANAGEMENT 











* Standby 
% Augmentation 

* 100% Town Supply 
Design « Engineering ¢ Construction 


DRA KE & TOWNSEND 11 WEST 42ND STREET NEW YORK 36, N. Y. 








RS i i ee 











fo Ford, Bacon & Davis 
BED) suse" Engineers cexstvcr:o 


NEW YORK @ CHICAGO e@ LOS ANGELES 








GIBBS & HILL, inc. 
Consulting Engineers 
DESIGNERS ® CONSTRUCTORS 
Los Angeles NEW YORK Tampa 











ENGINEERS © CONSULTANTS © CONSTRUCTORS 


607 WASHINGTON ST. 
READING, PA. 


@ WASHINGTON @ PHILADELPHIA @© NEW YORK 


G GILBERT ASSOCIATES, INC. 








FOUNDED 1906 

















Mention the FortNIGHTLY—It identifies your inquiry 





















= 


PUBLIC UTILITIES FORTNIGHTLY—AUCUST |5, UST Is 








PROFESSIONAL DIRECTORY 


(continued) 





W. C. GILMAN & COMPANY 


CONSULTING ENGINEERS 
ELECTRIC — GAS — TRANSIT — WATER 
Financial and Economic Reports 
Valuations—Rate of Return—Depreciation Studies 
Traffic Surveys—Fare Analyses 


55 Liberty Street New York 5, N. Y. 








GUSTAV HIRSCH ORGANIZATION, INC. 
1347 West 5th Ave., Columbus (12) Ohio 
Telephone Hudson 8-0611 


Consulting and Supervisory Engineers and Contractors 
Construction and Operation of Utility Enterprises 








HOOSIER ENGINEERING COMPANY 


Erection and Maintenance of 
Electrical Transmission and Distribution Lines 


1384 HOLLY AVENUE e COLUMBUS, OHIO 











JENSEN, BOWEN & FARRELL 
ENGINEERS 

ANN ARBOR, MICHIGAN 

APPRAISALS—INVESTIGATIONS—DEPRECIATION STUDIES— 

COST TRENDS — REPORTS 
for Rate Cases, Security Issues, Regulatory and Accounting Requirements 
ORIGINAL COST AND CONTINUING PROPERTY RECORD 

DETERMINATION 





he hu Lyi an Coyporalion 


Em GINEBERS ° Cc Otmes 1 RUC TO RIS 


POWER PLANT SPECIALISTS 


DESIGN e CONSTRUCTION MANAGEMENT 
SURVEYS e INVESTIGATIONS e REPORTS 


1200 N. BROAD ST., PHILADELPHIA 21, PA. 








William S. Leffler, Engineers Associated 
Utility Management Consultants for past 35 years Specializing in 
GAS DEVELOPMENT OF CLASS RATES OF RETURN AND samen 
ELECTRIC CLASS UNIT COST DETERMINATIONS FOR MUNICIPAL 
WATER RATE STRUCTURE MODERNIZATION AND RATE CASES PROBLEMS 
Send for brochure: “The Value of Cost Anglysis to Management” 
DARIEN, CONNECTICUT 











CHAS. T. MAIN, INC. 


Power Survevs—Investigations—V aluations—Re ports 
Design and Construction Management 
Steam, Hydro Electric and Diesel Plants—Gas Turbine Installations 
BOSTON, MASS. 22s CHARLOTTE, N. C. 








(Professional Directory Continued on Next Page) 
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PROFESSIONAL DIRECTORY (continued) 
MIDDLE WEST SERVICE COMPANY 


Business and Engineering Consultants 
(INCLUDING JAY SAMUEL HARTT CONSULTING ENGINEERS) 








Organization « Corporate Practices * A ting * Bud: ing * Taxes * Stock Transfer * Apprai H 
Analysis « Cost of Money Studies ¢ Depreciation Studies « teen © System Planning © Industrial Engineering oa Pc ° aig haan 
Seles and Marketing « Safety * Insurance « Pensions « Employee Welfare * Public Relations ¢ Advertising * Personnel © Industrial Relations 


Pioneer Service —— Co. 


SPECIALISTS IN 
ACCOUNTING, FINANCING, RATES, 
INSURANCE AND DEPRECIATION 


CHICAGO 4, ILLINOIS 











CONSULTING, DESIGNING AND 
OPERATING ENGINEERS 
PURCHASING 


231 SOUTH LA SALLE STREET 











SANDERSON & PORTER ENGINEERS 
DESIGN * CONSTRUCTION 


NEW YORK NEW YORK 








Sargent & Lundy 
ENGINEERS 
Steam and Electric Plants 
Utilities—Industrials 
Studies—Reports—Design—Supervision 
Chicago 3, Ill. 














DESIGN « CONSTRUCTION 


S t O n e & We b S t e r REPORTS ¢ APPRAISALS 


ENGINEERING CORPORATION EXAMINATIONS 
CONSULTING 
ENGINEERING 
New York Boston Chicago Pittsburgh Houston 
San Francisco Los Angeles Seattle Toronto 











The J. G. WHITE ENGINEERING CORPORATION 


Design—Construction—Reports—A ppraisals 
Consulting Engineering 


380 BROAD STREET NEW YORK 4, N. Y. 











Whitman, Requardt and Associates 
Publishers of the 35-year-old 





DESIGN — SUPERVISION HANDY-WHITMAN INDEX 
for Public Utili 
REPORTS — VALUATIONS Deraniin tas Conde 
Including Hydro-Electric Properties 
1304 ST. PAUL STREET BALTIMORE 2, MARYLAND 
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PROFESSIONAL DIRECTORY (concluded) 








Abram$/Aerial Survey 
Loporation 


Topographic and Planimetric Maps 
Mosaics, Plans & Profiles for all 
Engineering work. 


Abrams Bldg. Lansing, Mich. 


PETER F. LOFTUS CORPORATION 


Design and Consulting Engineers 


Electrical * Mechanical ¢ Structural 

J Civil * Thermodynamic * Architectural 

xX) ov 

Meusneo® FIRST NATIONAL BANK BUILDING 
Pittsburgh 22, Pennsylvania 











BURNS & McDONNELL 


Engineers - Architects - Consultants 
KANSAS CITY, MO. 
P.O. Box 7088 
Phone: DElmar 3-4375 


LUTZ & MAY COMPANY 


Consulting Engineers 


STEAM, GAS & DIESEL POWER STATIONS 
PUMPING PLANTS—ELECTRIC SYSTEMS 
REPORTS—DESIGNS—APPRAISALS 


1009 Baltimore Kansas City €, Mo. 











EARL L. CARTER 


Consulting Engineer 
REGISTERED IN INDIANA, NEW YORK, OHIO 
PENNSYLVANIA, WEST VIRGINIA, KENTUCKY 

Public Utility Valuations, Reports and 
Original Cost Studies 


gto Electric Building Indianapolis, Ind. 








MINER AND MINER 
CONSULTING ENGINEERS 
INCORPORATED 


GREELEY COLORADO 








ENGINEERS, CONSTRUCTION AND 
MAINTENANCE CONTRACTORS 
for the GAS INDUSTRY 


CONSOLIDATED 





GAS and SERVICE CO. 


327 So. LaSalle St., Chicago 4, UL 








PITTSBURGH TESTING 
LABORATORY 
Radiography—Soils Mechanics 
Testing—Inspection—Analysis 
Main Office Pittsburgh, Pa. 

32 Laboratories in Principal Cities 








GANNETT FLEMING CORDDRY AND CARPENTER, INC. 
ENGINEERS 
HARRISBURG, PENNSYLVANIA 


tnvestigations—Reports—Appraisals 
Original Cost and Depreciation Studies 
Rate Analyses—Insurance Surveys 





A. S. SCHULMAN ELECTRIC Co. 


Electrical Contracting Engineers 
founded 1890 
Power STATION—INDUSTRIAL— 
COMMERCIAL—TRANSMISSION LINES— 
DISTRIBUTION 


2416 S. MICHIGAN AVE., CHICAGO, ILL. 
Tos Angetes Tampa 








FRANCIS S. HABERLY 
CONSULTING ENGINEER 


Valuation — Depreciation 
Investigations and Reports 


122 SouUTH MICHIGAN AVENUE, CHICAGO 


The R. W. STAFFORD CO. 
GAS CONSULTANTS — ENGINEERS 
CONSTRUCTORS 

Natural Gas Conversions 
Plant Management & Operation 
\ Accident & Insurance Investigations 
Peak Shaving & Standby Plants 
» EVANSTON, ILLINOIS 
2944 Grant St, Phone UNiversity 4-6190 











JACKSON & MORELAND INC. 
Engineers and Consultants 
Design and Supervision of Construction 
Reports — Examinations — Appraisals 


Machine Design — Technical Publications 
Boston New York 


SVERDRUP & PARCEL, INC. 
Engineers — Architects 
Design, Construction Supervision 
Steam and Hydro Power Plants 
Power Systems — Industrial Plants 
Studies — Reports 


St, Louis ° San Francisco °¢ Washington 
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INDEX TO ADVERTISERS 


The Fortnightly lists below the advertisers in this issue for ready refcr- 
ence. Their products and services cover a wide range of utility needs. 


A 
Abrams Aerial Survey Corporation ................. 41 
SEU SINDEN 6 oat aes a. cacao Conn ewine nae 
Allis-Chalmers Manufacturing Company deat sien 20-21 
American Appraisal Company, The ...............-. 30 
American Telephone & —— eeeetied icc aaa 13 
MMU RO onriss ois Gs sa GAs bu smishies Rees, 31 
*Analysts Journal, The Fm ee eee Rider 

B 
Babcock & Wilcox Company, The ...............-.- 4-5 
*Beckman Instruments, Inc. .............-.0 0000 eevee 
*Bell Helicopter Corp. Bee ee sacs aac Datei 
Black & Veatch, Consulting Engineers ........... a SS 
oo Clo. ye eee err 
Burns & McDonnell Engineering Company ........... 41 

c 
Carter, Earl L., Consulting Engineer ................ 4] 
BESHEMU ORD WVOIKE, ONG. 2. os cose. sess caso 
Cleveland Trencher Company, The ..............--. 34 
Colne sons system, Inc. The .........56......56.-> 28 
"Combustion Engineering, Inc. «.............08602055 
Commonwealth Associates, Inc. ...............000-- 18 
Gommonwealth Services, inc. .............:........ 18 
Consolidated Gas and Service Company Bota seekalea ns mo 

D 
Day & Zimmermann, Inc., Engineers ... 38 
Delta-Star Electric Division, H. K. Porter Company, ‘Inc. 27 
Dodge Division of Chrysler Corp. ........Inside Back Cover 
Drake & Townsend, Inc. : a 38 
*Dresser Industries, Inc. : es 

E 


*Eastman Dillon, Union Securities Corporation . 
*Ebasco Services Incorporated 1S Perens 
Electro-Motive Division, General Motors .... oe 14-15 


F 


*First Boston Corporation, The 
*Fish Service Corporation 


Ford, Bacon & Davis, Inc., Engineers 5 38 
G 
Gannett Fleming Corddry and Carpenter, Inc. ... 41 
General Electric Company Outside Back Cover 
Gibbs & Hill, Inc., Consulting Engineers 38 
Gilbert Associates, Inc., Engineers os BB 
Gilman, W. C., & Company, Engineers ps oon oe 
*Glore, Forgan & Company De 
H 
Haberly, Francis S., Consulting nine Pee . 4! 
Halsey, Stuart & Company, Inc. . EEN ers eee ca MED 
*Harriman, Ripley & Company Meecha e 
Hirsch, Gustav, Organization, Inc. ............ oe 39 
Hoosier Engineering Company ................ 36 ae 
i 
International Business Machines Corp. =e . 23 
*International Harvester Company, The ......... seals 
Irving Trust Company ............. Pe | 
J 
Jackson & Moreland, Inc., Engineers ............ 4l 
Jensen, Bowen & Farrell, Engineers ................ 39 


ie Ce a, ee eres 32 





*Fortnightly advertisers not in this issue. 


Kellogg, M. W., Company, The 
Kerite Company, WMO. 6s: 
*Kidder, Peabody & Company 
*Kuhn Loeb & Company . 
Kuljian Corporation, The .... 


*Langley, W. C. & Co. .... 

Leffler, William S., Engineers Associated 
*Lehman Brothers ...... 

*Loeb (Carl M.) Rhodes & Co. 

Loftus, Peter F., Corporation We 

Lutz & May Company, Consulting Engineers 


M 
Main, Chas. T., Inc., Engineers .... 


McCabe-Powers Auto Body Company Inside Front ( 


*Merrill Lynch, Pierce, Fenner & Beane 
Middle West Service acetal 

Miner and Miner ... airs sks 
*Minnesota Mining & Mfg. Company 
*Morgan Stanley & Company ...... 
Morysville Body Works, Inc. 

Motorola Communications & Electronics, Inc. 


National Association of Railroad & 
Utilities Commissioners ... 
Newport News Shipbuilding & Dry Dock Co. 


*Nuclear Development Associates, Inc. 


°o 


*Osmose Wood Preserving Co. of America, Inc. .. 


*Pacific Pumps, Inc. 


*Parkersburg Rig & Reel Company, ee Tero SS ee 


Pioneer Service & Engineering Company 
Pittsburgh Testing Laboratory 


Recording & Statistical Corporation 
Remington Rand Div. of Sperry Rand Comp, 
Robertson, H. H., Company 


s 


Sanderson & Porter, Engineers ... 

Sargent & Lundy, Engineers 
Schulman, A. S., Electric Co., Engineers 
*Smith, Barney & Company . 

Sprague Meter Company, The . 

Stafford, R. W., Company, The, Consultants 


Stone and Webster Engineering Corporation ot 


Sverdrup & Parcel, Inc., Engineers . 


T 


Texas Eastern Transmission Corporation 


Ww 


age Electric Corporation . 
White, J. G., Engineering Corp., The .. 
*White, “Weld & Co. , ; 
Whitman, Requardt and Associotes. 


Y 
*Yawman and Erbe Mfg. Co. .. 


se 
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Dodge gives you Extra Pull . . . cuts 


running time and maintenance costs 








Here is definite proof that Dodge gives you a big 
power advantage that will pay off on your hauling jobs. 


All three low-priced trucks were recently compared 
side hy side in a grueling series of performance tests. 
The dynamometer test shown here is only one of 
them. And in each test . . . climbing power . . . passing 
power. . . pulling power . . . Dodge proved the out- 
standing truck of the low-priced three. 


Extra power does it. From 204- to 232-hp. V-8’s, Dodge 
Powe Giants deliver the extra power you need to 
hand\e your hauling jobs faster, with less engine 
strain. Naturally, less strain means less wear, fewer 
repairs as you pile on the miles. 


See »roof for yourself. Certified results of all the 
comp:irison tests are in your Dodge dealer’s showroom. 
Look them over and we think you’ll be convinced 
that our next truck should be a Dodge. 


BIO! > 
BDowerGiants 











Actual road tests prove Dodge outpulls 
“other two” low-priced trucks by 32% 






















CERTIFIED PHOTO. Dodge 
provides 1950 Ibs. pull 
(3 x 650 gauge reading). 










DODGE and competitive trucks were tested for pulling power 
by towing a special dynamometer truck. Gauges measure 
maximum pulling force exerted. To convert this force into 
pounds, gauge reading is multiplied by three. 


CERTIFIED PHOTO. Truck 
“C” exerts 1440 Ibs. pull 
(3 x 480 gauge reading). 





TRUCK C, pulling the same dynamometer truck as the 
Dodge, was unable to equal the Power Giant mark in re- 
peated tries. Gauges show Dodge outpulled Truck C by 32%. 


CERTIFIED PHOTO. Truck © 
“F” gives you 1440 Ibs. pull 


(3 x 480 gauge reading). 


TRUCK F in its turn pitted all its pulling power against the 
Dodge, to no avail. The sealed, accurate gauges reveal clearly 
that Dodge offers most “pull power’ of the low-priced 3. 









MOST POWER OF THE LOW-PRICED 3 


DOWNTOWN SUBSTATION, where dense population demands greater 
safety, is one of several transformer applications in which the advan- 


tages of non-flammable, gas-filled units offer utilities large econ- 
omies by eliminating costly vaults and fire-extinguishing equipment. 


What does the future hold for gas-filled transformers? 


Increasing number of urban and 
residential substations points up 
Safety advantages of gas insulation. 


The growing concentration of load in 
heavily populated areas has required 
the location of more and larger trans- 
formers in substations in downtown 
and residential areas and adjacent to 
commercial buildings and factories. In 
each of these applications, safe trans- 
former operation is becoming increas- 
ingly important. 

Engineers at General Electric’s 
Power Transformer Department, Pitts- 
field, Mass., predict gas-filled trans- 
formers will eventually replace oil- 
filled units for such applications, be- 
cause gas-filled transformers-insulated 


and cooled with sulphur hexafluoride 
under pressure— greatly reduce possible 
firehazards.Economies for electric utili- 
ties can total millionsof dollars through 
the elimination of e nsive vaults 
and fire-extinguishing equipment re- 
quired for oil-filled units. 

Two 69-kv, 2000-kva_ gas-filled 
transformers, believed to be the world’s 
first, were shipped last year by Gen- 
eral Electric. Preliminary design work 
on a third unit, rated 69 kv, 10,000 
kva, has recently been completed. 
Field test information on these units, 
coupled with an intensive program of 
engineering development and design 
work, will enable General Electric to 
help accomplish the predicted bright 
future for gas-filled transformers. 


There are several other advantages 
of gas-filled transformers compured 
with oil-filled units. They are 20 t» 30 
percent lighter for the same rating and 
operate at reduced sound levels. For 
more information on gas-filled tran: for- 
mers, contact your 
General Electric Ap- 
paratus Sales Office. 
General Electric 
Co., Sect., 301-363, 
Schenectady 5, 
New York. 


LIVE BETTER 
“orpich 


MORE POWER TO AMERICA 


GENERAL @@ ELECTR C 





